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PREFACE 


In the following pages an attempt has been made to describe tlie 
development of economic ideas in India. Such historical study 
has important bearings on the problems of the day even when tlie 
political scene has changed from the old colonial context out 
of which the ideas discussed here arose. Independent India has 
still to perform the tasks of framing broad policres of economic 
development, welfare, protective tariffs, currency and public 
finance which were the chief occupations of its earlier days. 
Be.sides when the history of economic doctrines is an adjunct of 
the history of economic deve1opment,the study of economic theory 
in a country and at a given time must needs be grounded on the 
specific issues as they have emerged out of the history of that 
country. It is for this double reason that a historical treat¬ 
ment of Indian economic ideas bears a contemporary interpretation 
involving certain value judgments. 


This task has been sought to be performed in five chapters each 
dealing with one important stage represented by its most well* 
known economist. These chapters make no claim to do more than 
survey certain aspects of the field,and they ignore many others 
which could be easily considered to be more worthy of study 
It IS. however, hoped that the field chosen is significant 


1 am grateful to the Economic Faculty of the University of 
^ erdam for permuting me to submit this dissertation for the 
Ooctor s degree of the University. I am deeply indebted to mv 
promotor Prof. Dr I J. Rrugmans. professor of Economic History 
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Chipt«r I 


Th0 $oeio«ee6no»ic &«ck9rovn^ of Ctrly Ccpnootc Ideftp in In^tp 


i. Indiin nationalism is a modern phenomenon which came into being during the 
British period as a result of an action and interaction of numerous subjective and 
objective forces which developed within the Indian society under conditions of 
political subjection.^ The vast territories of India offered great natural wealth 
and resources; yet these resources and possibilities remained undeveloped after a 
century of imperialist rule, 'strange because upto the eighteenth century the 
economic condition of India was r«*latively advanced and Indian methods of produc¬ 
tion end of industrial end commercial organisation could stand comparison with 
those in vogue in any other part of the wor Id'. ^ Pre*Br itish Indian society had a 
unique social structure which differed in its economic base from the nedteval 
precapitalist European societies. Britain radically changed the economic structure 
of the Indian Society to suit its own purpose, established a centralised state and 
introduced Western education and European institutions. In the process there grew 
up 'new social classes and forces unique in themselves\^ unleashing motive power 
for the rise and development of national ism.Modern India is a unique social pheno* 
menon from every point of view. X few competent books had appeared on the subject, 
but the pattern was usually missed and the main thread was invariably identified 
with nationalism. 'As culture is the whole social process, a sociological point of 
view should reveal the silent process of social change going on beneath the promi¬ 
nent behaviours. Once the nature of that process is understood, the 'nature* of 
the Indian 'Society' which is the context of this culture, is neither the actuality 
of recorded history nor the potentiality of fulfilment. It is the artifice of an 
unreal c 1 ass^strueture unrelated to societal principles'.^ 


Inditn culture considered as ■ soeiil snd historical process represents certain 
coBBon iriditions that have given rise to a number of general attitudes. The major 
forces such as Hindu philosophy. Buddhism. I.slam,Western coiemeree and culture have 
gone into their making. The assimilation and conflict of such varying forces made 
Indian culture neither Hindu nor Islamic, neither a replica of the western modes of 
lieing and thought nor a purely Asiatic product,® Scientifically speaking nobody 
can ssaess the contribution accurately. Vet. hiatorically speaking, the indigenous 
and the incoming ftrees had welded Indian society into a more or less organic 
•hole.until western commerce arrived. At the end of the eighteenth century, social 
the viir “k*" ^ discharged obligations to the family, to the caste and to 

iddition f'.r mV* '7 «'»'omic self.sufficiency; and ,n 

urt.n Irea^ ® I ' corporations on the basis of trade and commerce between 

onlv the an "tHions. ,nd coovneree -as 

only the apecialised vocation of the few. Indian society m.xnly . •closed’ one 

Ion A .k* "7 »»•“«• Naturally when it remained so over a long period it deve 

« »-e or less d.fined\ie,s‘oi n u e 

ciety IS no longer a closed one and Indian culture, naturally. 


I S 


turritorial rale i. I.di. date. fr«. ta. 
PiMtey, 1 T 67 . 

*• be Tara Aaatey - The Scoaouie Developaeat of India, 3rd 
3 . ».B. Carr - WattoaUlaa. 


traditioaal startiag poiat, the Battle 
“itioa. 1936, Iitrodaetiea - p. 4 . 


4 . b.P. Hoharji - Hodera ladiaa Calture - p. 1. 

** Woierji - Modara ladiaa Caltare - p. l. 

6 - Moralaad. I.du at the D,.th of *»b„. 

’• SorohU - sanlal aad Coltore P,a«ie.. vol. I 



onl> 0 psoMiio* idf’dt 1 I 5>stm. Th^ British rul^ has chan^rd the very basis of 
Indian social economy The muldlr class interests in trade and commerce 
• '^re first supplanted by British agencies and middlemen. Indiana aere compelled to 
become land-ninded by revenue policles.They were given educalion,the chief purpose 
of ebich was to create an army of lower class clerks and officials. The Panchayai 
system was shaken by successive instalments of village self-government. The 
transport system, inaugurated for the dual purpose of defence and foreign trade, 
tampered with the physical geography of India. 


Under the British. Indian Society was no longer ideational in the true sense of 
the term- If it retained a religious ideology it was because of inertia or culture 
lag. The reasons why political, economic and social movements still owed alle¬ 
giance to religious ideas were: (I) The peculiar position of the middle classes 
which feel a sense of denial and disillusionment- This feeling in its turn was 
due to the block mg of the natural economic evolution by foreign economic interests 
111). The insufficiency of any other indigenous substitute for the older culture 
except nationalism, which filled the void in the new situation. Indian society was 
thus a mechanical mixture of two incompatible elements. Hence it was not stable. 
The large number of thinkers that it had thrown up in this period was more like a 
senes of explosions’ than the narked stages in the growth of an organism. In 
m<»st cases, they had not percolated through the outer rinds of the Indian society 
and their contributions to economics,polilics and philosophy were mainly historical 
and usually couched in western terns- T>ie tempo or the rate of Indian social growth 
had not ceased as the following analysis whould show. 


2 . Economy and culture in pre-British India . 

The rise snd growth of nstionilism in Indis was initinsiely bound up with the growth 
of a uni fied national economy as a result of the destruction of precapitalist forms 
of production and its substitution by modern capitalist forms. 

a . Vi 11 age economy . 

Indian feudaliam waa distinguished from European feudaliam by the fact that under 
It no private property ,n land existed, 'In the Hindu period, the land belonged o 
the village community and was never regarded as the property of the King.The stste 

had merely existing tenures and lax syaiems were adopted with some modi ficat ions 
The crown had monopoly over forest lands and ownerless estates.The obligationa 

to the King came only to the payment of taxes and the 

military service; and the King could net. and would not. demand more in ® 

any superior right.This accounted for one basic difference ''’"Vo„\\o 

type of feudalism and the Indian. The royal right over land 

ownership ,n the Anglo-Saxon sense of the term. ' 

ownership. Jaimini and his coromentaiors.S.bar a-Swsmi. Sn Khanda insisted 

i.e-. right down to quite a late period (and all were famou. jurists), 
that land was not the King's property." Their almost 

yielded by land aa the fruit of labour on the part of all b g sense. 

by them a.v their own properly was P*'-b*P* „ Kautilya 

Scholars have un-earlhed a mass of evidence of exploitatio 

pot s it. 

The Muslims only played.. of the theme. They ‘hV^hTfs"!;; 

tral administration than before and the millt.ry '-"YViTh the fiscal and the 


B. Hars a.d Fag.l. o. I.di* - People'. Pobl.ah.sg Boa*., Boaba,. 
9. D.P. Mak.rji - Hodera ladia* Cellare. 

10. Wadis aad Mereba.t, Our Pcoaowie Problew - p. 234- 

P.X. Mab.rji - l.dla. U.4 5,.t.. - gl— ..t.s.i- <..»t.lio.. 



look .erv similar to the Russian type of feu.laHsm. kr.«-n as the boyar system. 
•n,o Hindu and the Muslim assiRoees. ch.efs and the able farmers had at last formed 
economic class, »ix., the baronial. •The connection het-cen this class and 


hti 


nationalism -as economic, in as much as both -ere the historical expression of the 
ttsc of Q class. U IS a historical fact that thr M.isUm rule economically a 

progressive force in as couch os it nas an o.lvance upon the earlier incho.ne forms 
of economic relations, from that can also he traced the hiitory of national 
literature and lh« Bhakti resurgence which synthesiicd the Hindu and the Muslim 
cultural traditions into cultures of nattonalUlesSuch was the general picture 
the main out I ines of which could not he changed hy Sher Shah s predilection for 
direct contact with the peasaniH. nor even by Akbar's attempts to substitute kind 
by cash in the crownlanda. This was shown by the fact 'None of the major strugg 1 es 
in Indian history had for it.< object the exercise of right* within the village but 
the exercise of rights over the village. There were no conflicts between overlords 
of various grades for the right or power to get a payment from the peasant, nor to 
seize his land. European history, on the contrary. reveals a conflict between the 
peasantry and the manorial lords because the lnil**r not only demanded a share of 
the produce, but desired to retain a particular method of cultiiution lenclosures. 
large scale farming). The Indian conflict was one between lords who were concerned 
not at all with methods of cultivation but to draw an income from the peasantry* 
The issue was always between different claiments of the sword, the village and the 
peasantry remaining throughout the passive subject of conflict. the booty over 
•hich the rival powers fought each other*. 

Besides the peasantry, the artisan industry lamith. carpenter, potter, weaver, 
cobbler, oilman etc.) was an important pillar of the economically autonomous 
Indian village of the pre-British period. All exchange of products produced by the 
village workers, agricultural or industrial, was limited to the village community. 
TIte village population consumed almost the whole of what it produced. The artisan 
was more a public servant employed by the rural community than a private producer. 
'Thia dozen of individuals is maintained at the expense of the whole community'.*® 
What was most striking in such a society was the absence of the phenomenon of f,Ut 
market. Moreover, the technique of village agriculture and industry was on a lower 
level. Simple agricultural equipment and the hand-manipulated tools for manufacture 
were all that were known. Even windmills and waterwheels were seldom employed'.*® 
In such a aociety, Marx says. *TKe chief part of the product is destined for direct 
u*« by the community itself and does not take the form of a commodity. Hence pro¬ 
duction here is independent of that division of labour brought about, in Indian 
society as a whole, by means of the exchange of commodities. It is the surplus 
Slone that becomes a commodity'. He continues. 'The simplicity of the organisation 
in these self-sufficing communities that constantly reproduce themselves in the 
form and -h.naec.dental I, de,troy«d spring ..p. remains untouched by the 

exchan' J a' — constrained and 

TeU ^^I.ockcrt -as the chief mean, of t raL "I 

of pre-British Indian seciety'. »« This selfVsTmcTent Teen* '** “ 
oursmg centre for the grn.th of any con.c ieusness higher oJthTt oTtleTIl 
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b. The urban <»conomv 


Towns of those (Jays were either scats of Governments or headquarters of kings and 
emperors with their courts of noblemen, army chiefs and court officials. A few 
towns of commercial and religious importance also existed side by side. Handicraft 
industries catered to the diverse and complex needs of the court, nobility and 
high state officials. It was this urban industry which produced equipment (or the 
army, erected magnificent pal aces.great temples and monuments of rare art, of 
engineering as the Taj Mahal and Kutab Minar. During centuries of their existence 
the urban handicraft industry of India reached a high level of development and 
commanded a world market. 'From ancient days, when Indian fabrics, tapestries, 
gems, carpels, enamels and mosaics adorned the private and public buildings of 
Rorre. clown to the beginning of the Industrial Revolution. the world looked to India 
for Its most arresting and exciting wares’.*^ These handicraftsmen were independent 
producers who owned the tools and raw materials necessary for production, unlike 
their European counterpart who worked on a wage basis for specific employers. It 
was true that s class of industrial workers or of merchants existed in the important 
towns who were really the pre*requisites for a capitalist transformation of the 
Indian economy and social structure. Commerce capital had developed in India in 
the same way as \i did in Europe, subject to the limitations of geography and the 
state of arts and crafts in the preceding epoch. Among the masses in rural areas, 
the bare physical needs determined the nature of the major occupation, namely 
agriculture, and tradition dictated the rule of the thumb methods in the home 
industries which operated through apprenticeship in families, castes and guilds. 
But in the town a merchant class arose very early in the day. We find references 
to their existence in the Vedic,and to their prosperity in the Buddhist literature. 
They were no small traders or mere shopkeepers. In spite of what may now appear to 
be their small transport facilities, they surveyed the market situation in nearly 
all its aspects.Consumption and distribution, chiefly of fancy goods, were co¬ 
ordinated by their personal efforts.‘In every sense,they were merchant adventurers 
taking risks over perilous seas on strange land routes and in strange company, 
making enormous profits, the proofs of which lay in their conspicous waste and 
considerable charities to the monasteries, universities and welfare institutions, 
no less than in their heavy tributes to the King’.^' The trader also acted as an 
intermediary between the village producer and the town dweller and thus msintsined 
the balance between rural and urban economies. One section of this class further 
developed its activities by financing trade and commerce and by building storage 
rooms, a counterpart of modern warehouses. 


Prior to the advent of the British and other European powers interested in the 

trsde of the East, the indignous banking system was centralised in particular 

femi1ies-They would finance the military adventures of the kings and nobles, 
the commercial enterprises of merchant adventurers, as well ss town and industry 
with its ramifications in the hinterland. The village banya was left in peace to 
look after purely rural interests. The Chettiars of Madras, the Seths of Gujerat 
and other banking houses are mentioned in old records. The Jagst Seth family stoo 
a.a a perfect example of the indigenous type of banking. These families wou run 
their business through the ‘hundi' system, and its effectiveness *s» manifest in 
the fact that nearly the whole of Indian trade was run. controlled and organised 

by them. But ‘what is even more striking was evidence of signal services t cy 

rendered to the state not only as the officers of the Royal mints but a so by 
advancing to the roya I treasury large sums of money in times of nations nee 


19. V. F. ClsvertoB - The AwxkealBg of Awerics - p. 18. 

so. C.P. Or.-. - A, i.tr.d,ct,c. to .oo.o.ic h..tor, - 4-d H. Bco.o.U «d Soci.l Hi.- 

tory of Medieval Europe. 

21. D.P. Mukerji - Moders Udiaa Culture - p. 74. 
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Honcver. these cl«H54*iN of industrial workers or of merchants and hankers could not 
grow into modern proletariat and modern bourgeoisie unlike their Furopean counterparts 
10 the Middle Ages because such 4 process was arrested by the British conquest and 
administrative measures.Be fore ihc incipient Indian bourgeoisiegathered sufficient 
economic and political power to bring about such a transformation, the advanced 
bourgeoisie of England established its *on political domination over the country. 
Another reason perhaps was that the impregnafrle balanced economy of the self* 
sufficient village successfully resisted the extension of the trading operation of 
the mercantile classes into the countryside which rcstr I cted t lie grovch of industry 
and tr^ide. But even tins strongest resistance broke down finally under the cumul* 
ative pressure of political and economic changes of British rule releasing in its 
wake a most powerful assault of mass produced goods. For these reasons the evolu* 
cion of Indian economy was inhibited and a spontaneous emergence of a capitalist 
order was rendered impo.ssible. Hhat actually happened within the country could be 
best understood in the wider context of the expansion of predatory imperialism 
during this period- 


3. I^estern Capitalism and its relation to Colonia) isn . 

From the middle of the nineteenth century upto the outbreak of the first world 
war* approximately within two*thrids of a century • capitalism became the dominant 
form of production not merely in one country. England, but ail over the world, 
^teeen 2S and 30 per cent of the world’s population were producing along capita* 
lt»i lines ifi 1914. In Great Briiaitv, the Unitca Slates. Gernany and Western Europe 
in general capiiatism held practically a monopoly of production. At the some time 
capitiltst development had made considerable progress in Russia and Japan.a 1 though 
the remnants of feudalism st,lJ existed. In other Astai.c countries the prt- 
capuol.st forms of produclton had been definitely undermined. The development of 
productive forms under capitalism proceeded side by side .iih a termendous expansion 

fhe‘cL "*** "V*** prrxiously adopted the frame.ork of 

ihe capitalist economic system. In countries like Great Britain, the destruction 

f pre-capiiaiist forma of production proceeded rapidly so that capitalism ,oon 
became the only prevailing form of production. Capitalist forms of pr^oduciion also 

IclnolS,;"/7nrpo1ructl7yT,V^^ Tlie, completely controlled thol^areTs loth 

«rnous acon:mles^^^'^^V^^V:a aVd 

Capitalist expansion during I8S0-I9U wa^ 

progress in all spheres fnd it .as reflecte^H .V ' economic 

industrial production. particular in the growth of 

aevenfold and "th dl’c i'.Vv'e fe^M uje"ore than 
the outbreak of the first .orld -a -Kole period upto 

*•» far greater than the increase of increase in .orld production 

Another aspect of the same process quite » c U ooicurrent 1 y. 

tremendous increase ,n the national incomes of th*"^ *** 

general increase in production .as far greater “neerned. And as the 

J«ring the same period,there ,|ao a ri« in in the population 

P<'P“J«t»on. >>* ‘he average income per head of the 


— - - -....... 
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The 'avero^e* income could also increase if the rich got richer and the poor grew 
poorer * if the 'accumulation of capital' on the one hand vaa matched by an 
'accumulation of misery* on the other. In other words, the average income could 
increase, whilst at the same time the broad masses of the people grew more and 
more impoverished.But,in fact,this did not happen. On the contrary wages increased 
considerably in all the industrial countries. If we take the level of real wages 
in 1913 as 100,^^ then wages in Great Britain stood at 57 in 1850, but by 1655. 
they had risen to 63 and further increases, with setbacks, followed until the end 
of the century: 1860, 64, 1870, 70; 1880. 81; 1890. 90; 1900, 100- Wage levels 
also rose in France decade by decade. Certainly there were big differences between 
one country and another, but the fact was that even allowing for such differences 
there was a quite general improvement in the living standards o f the working people 
in all industrial countries. 


All this undeniable economic progress of capitalism was only one side of the 
picture. In this period of rapid capitalist development, progress did not take 
place all over the world equally. On the contrary, there was little or even no 
progress and sometimes even a decline in those countries which the capitalist 
countries had turned into their colonies or which were otherwise more or less 
dependent on their decisions. The functional reactions between this trenendoua 
development in the capitalist centres and the conquest of colonial and semi •colonial 
countries are of great significance. 


Capitalist progress brought about a considerable growth in the national incomes of 
the capitalist centres but no approximate increase in the national incomes of the 
colonial and semi-colonia I countries. On the contrary the gap between the metro¬ 
politan centres and their colonial and seri-colonia I dependencies increased quite 
considersbly precisely in this great period of progress. Colin CUrk made an 

interesting at tempt to represent this gap in figures by transI ating per capita incomes 
into so-called International Units(an internationa I unit ia defined as the amount of 
gooda and servicea which one dollar would purchase in U.S.A. over the average 
period 1925-’ 34).His findings were (1) The incomes of 600 I .U, * a were in capital ist 
metropolitan countries (2) The incomes below 200 I.ll-*a were in those areas which 
were the objects of imperialist expansion. These people numbered 1,113 millions 
and represented more than half the population of the world.The miserable atandards 
of living in the colonial and semi-colonial countries could not be explained away 
simply by saying that they were so low because cspitalist industrial development 
began later in these countries- The speed of capitalist imperialist progress was 
partly due to the exploitation of colonial and semi-colonial peoples. In conse¬ 
quence the gap in the standards of living between the two groups -as made stiU 
wider- Further, capitalist development in the metropolitan centres was accelerated 
t.. some extent by the fact that industrial development in the colonial and aemi- 
colonial countries was prevented or deliberately slowed down when it could not be 
prevented altogether. Thu. it was not only that industrial development began later 

in the colonial and aemi-co loni a I ccuntrie. but al.o that it was quite deliberate y 

capitalist metropolitan centres put together was a I level of 

of Australia with a P<>P“‘«" t t yp ic .1 ^ the 

induatrial production •»* not apecjfvcally lnd»an. VP 

colonial a^'d semi-co lonial countries. 


25. Artbor t. BowUy - Wsgaa is tba U.ited Kisgdow, C.W.P, IPOO - p. 126 
20. t..H. Bach.naa - D.,.»op-.t of CapltUi.t I.terpri.o i- !-«*. 


450. 



Thu* e»*n at th« ha.ght of Us for.ird drtve. cspuaUst systeni pf production was 
not aUogech«r progressive. U ires progressive in EngUnd.United States end 
continental capitalist countries end it uas progressive in those countries which 
succeeded in retaining their political independence whilst at the same time 
experiencing some degree of expansion; but it was not progressive in any of those 
areas which were the objects of capitalist imperialist expansion • in short, in 
Asia and Africa. 

Capitalism was a dynamic system of production. It set up a ceaseless process of 
technical development which continually revolutlonited its own methods of product ion 
and increased the productivity of labour.lt expanded in all directions:it enlarge* 
the sphere of capitalist production by destroying former pre-capitaI ist groups an<i 
forms of production and countries which formerly produced by pre-capitalist methods, 
or drawing then into its own sphere. 

Imperialisn was characterised by capitalist expanaion info areas which it dominated 
politically and turned into colonies. In addition to this direct and open esta¬ 
blishment of political domination, it also extended its own power by turning 
countries into semi-sovereign, politically dependent area. This colonial drive, 
which was largely European, reached a certain culminating point in the nineteenth 
century with an extension of colonialism in Asia and a particularly strong drive 
from Europe into Africa in the last quarter of the century. Commencing with the 
year 1876, colonialism in Asia and Africa grew upto the end of the i9th century. 


In the last quarter of the nineteenth century colonial possessions in Asia and 
Africa increased by more than SO per cent. Through industrial, financial and 
military superiority a whole series of other countries were reduced to semi-colo¬ 
nial dependencies and deprived them of the levers of power which would have enabled 
then to decide their own future. At the peak of the imperialist drive, more than 
half the total population of the world were the obj acts of colonia 1 or semi • eo loni a I 
exploitation on the part of the capitalist metropolitan centres. 


The relations of the new colonies to the capitalist states were very different 
from the ancient colonial empires to their 'motherlands*. Ancient Rome exploited 
her colonies directly either through plunder or tribute, which required no funds- 
mental change in the economic structure of the colonies leaving the old forms of 
(iroduciion .,rv often unoh.nged. B«t the dyn.«ic indo.ln.l economy o£ the ne. 
m«,ter# eh.nged the relit.onship bet.een them ind their colonies. The colonies no 

IrlV A ".V “ “i''"*’'' developed into m.rkeis to eh.ch the goods 
produced .n the c.pit.i.si countr.es ..re exported. This ..s the ms.n functiL of 
the modern .mperi.list expansion and .t ..» hsrnessed into the pursuit of this 

^eltsl T ‘‘‘V '■'* n«es..rvly brought shout « funds. 


Jriti.h Cooqueet pf l^jj. _ 


free trsde. 

•-periority of its indust^itl Jrod^H In II '"“I'* "" ^*chnic.l 

of the world market*. In 1860, England produced ir* despot 

»ron snd hslf of the -orld’s cotton goods B ^ *orld’s eosl snd pig 

...ing thst the dsys o^ Pr^lpell^y [ 1-*4 
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^ome to an end. important economic developments had taken place and Britain began 
to turn from free trade to imperlaItsm.In India, this changeover vas particularly 
marked. In the seventeenth and eighteenth centuries »hen capitalism «as still in 
Its infancy, the merchant classes accumulated their fortunes even by force of 
arms. It aas fundamentally difficult in so far as the period «a 8 marked by a pre¬ 
occupation eith privileged spheres of foreign trade and of foreign investment. This 
concern with foreign investment was a distinctive mark of the ne* period which 
marked the contrast between the age of undeveloped capital accumulation and that 
of maturing industrial capitalism. In the 1680*8 there was awakened a ne««found 
sense of the economic value of colonies typified by the demand that 'to make good 
the loss of the American market.«e ought to have the colonial market*.As Professor 
Clapham has observed.*Resources were turned towards foreign investment rather than 
to the rebuilding of the dirtv towns of Britain, simply because foreign investment 
seemed more remunerative*.^^ This new preoccupation represented a very different 
focus of interest and produced a new design of economic strategy from that which 
had held the minds of the economic schemers of the earlier days. State power could 
ensure the subjection of the exploited people, preference in trade for the metro¬ 
politan power and a number of other material prequiaites. Huge sums were paid 
annually to the metropolitan country by the colonies and subject nations to which 
it had exported capital. 


The transformation of the feudal economy in India into early capitalistic economy 
was mainly achieved by the capitalist class of Great Britain and the process 
of development was determined in nature and extent primarily by the needs and 
interest of British capitalism. Britain could not use colonial India for her capi¬ 
talist economic requirements without uprooting the feudal base of Indian society 
and introducing capitalistic economic forms in India. In fact, every step in the 
extension of Britsin'.s political sway over India was paralleled by a simultaneous 
step towards the disruption of the old Indian economic system and introduction of 
new economic forms. It was bound up with the decay and even extinction of old 
land relations and artisan and handicraft industries and therefore, of these old 
classes associated with old industries and land systemi it was bound up with the 
emergence of new land relations and modern industries snd therefore with the rise 
of new classes resting on new land relations and new modern induatries. In the 
place of the village comirune appeared the modern peasant proprietor or the temindar, 
both private owners of land.Along with the dying class of artisans and handicrafts¬ 
men. appeared the new and formerly unknown classes such as cspitalists, industrisl 
and transport workers snd merchants connected with trade in products of modern 
foreign owned induatries. *Kngland has to fulfil a double mission in India- One 
destructive and the other regenerating • the annihilation of old Asiatic society, 

and the laying of the material foundations of Western society in Asia. T e 

British destroyed it (the Hindu civilisation) by breaking up the native communi¬ 
ties. by uprooting the native industry. The political unity of India more 

consolidated and extending farther than it ever did under the great Moguls, was 
the first condition of its regeneration.The temindari and the Ryotwan them¬ 

selves involve two distinct forms of private property in Isnd - the great desi e- 
rotum of Asiatic society*.^® Historically this introduction of capitalistic forms 
... . progressive result of British rule; yet to the extent this *** 

subjected to the economic requirements of British trading. Industrie ... 4 .tv 

interests, the independent and untramelled economic development of Indian society 

was arrested. 

The British conquest of Indis superseded the trsditionsl *■ ***'' “/ \'’,nd'^' llnd- 
co-nmunily over the villsge Isnd snd crested t.o forms of property in Und. Isnd 
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STELLINGEK 


I 

For Asian countries historiography needs reorientation. Any 
theory of Asian history will have to be built upon the tension 
between the search for the values unique to the system of 
nation-cu 1 ture and the forces that tend tounify historical process. 

II 

In the early stages of industrialisation of an overpopulated 
agrarian country, it is possible that the income effect of a 
rise in the price of food stuffs on its supply will more than 
offset its price effect and thus produce the situation of a 
backward-s1 oping supply curve of agricultural output. 


III 

% 

In underdeveloped countries,labour may be plentiful but capital 
is scarce and hence 'saving* remains necessary to relieve the 
pressure on existing capital equipment. But this situation can 
be partly met by turning the surplus labour to export industries 
which require little capital equipment. 

IV 

In view of the narrowness of existing transport facilities in 
India and the prohibitively high investment*cost of enlarging 
them rapidly, development of industry on the basis of a large 
amount of inter•regionaI exchange is automatically ruled out in 
India.A large and rapid development of industry will be possible 
only on the basis of a location policy that is highly transport- 
economising. 


V 

Major causes of economic change like scientific progress, 
population growth or social revolution, though they may involve 
non-economic forces, should not be regarded as exogenous, that 
is. as external to the economic system. Such causes must be 
regarded as within the order of economic causation. 


VI 

The major difficulty of any study of economic welfare lies in 
the tiist step one has to take in tomp.r.ng 

welfare for arriving at some measure of social welfare. Th 
perfect competition ideal loses much of its 

Lability to solve the complications arising out of redistribution 

caused by changes in relative prices. 

VII 

of chronic shortage of real capital. 
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lordism in some ports of thr country and the individual peasoni proprietorship in 
others. Not only economic but also political reasons «ere behind the attempts of 
the British to prevent, or. if that proved mposKihle. to slow down the industrial 
development in the Indian colony. It also became necessary for the imperialists to 
look around for reliable allies among the colonial population. Nov the only social 
strata where such allies could be found was amongst the feudal ruling classes, and 
towards the end of the eighteenth century, a new class of landlords was created 
with the so«called land settlements. In 1793. Lord CornvaJlis completed this 
process b> introducing the Permanent Land Settlement for Bengal, Bihar and Oritso. 
l^ith It for the first time private property in land came into being. Before this 
settlement, 'Neither in a feudal nor an imperial scheme there was any notion of 
the ownership of the soil vesting in anybody except the peasanty*.^^ In a speech 
delivered during his term of office, as the Governor General of India.Lord WilUam 
Bentick referred quite openly to the alliance formed by British imperialism with 
the newly crested feudal class in India; 'If security was wanting against the 
extensive popular tumult or revolution. I should say that the Permanent settlement, 
though a failure in many other respects and in it.s most important essentials, has 
ih,, great advantage at least of having created a vaat body of rich landed 
proprietors deeply interested ,n the eont,nuance of the Rritish dominion and having 
complete control over the mass of the People*. 


Under • the ind.v.do.l cultivator .as transformed into the owner of 

the land he tilled. Henceforth, land became private property and a commodity which 
could be mortgaged, purchased or sold in the market, ft.th it came into existence 
insecurity of po.ses.sion and c.nership of land, a phenomenon unkno.n before. Under 
the nc. system the peasant produced mainly for the market, which, with the steady 
improvement of means of transport and expanding operations of trad ng cap tal unJc 
the British rule became available to him. Thus it led m -h., ^ t . 

Mrnsimmmism 

British industries together with foodstuffs for the i nc re as i ng "ooo 
Britain, crewted a Bririsk .v increasing population of 

commercialisation and specialisation of I V* *33*^'*^'' «ccelerated the 

slightly better dist i L IH "c This ■ brought about a 

The striking feature of this proces,'?.V '7lv cultivation.’^ 

The same capital,am which developed ,n Europe in I struggl'e"’’®""'' phenomenon. 

•hich ,t partly destroyed and .hose influence ir ».*.!*!. feudalism. 

feudalism tn its colonial empire In many inst.n * ' reduced, no. supported 

ene., and it did so because the feudal elemeV, d developed feudalism 

-<• nffieial., represented >^: X tp^Vn;;!l^tVc;.*— 

important «n'"-ic^reIull!»^77’'^7at7rslo!erd""‘^ colonial feudalism had certain 
opment in general in the country" The ‘^dustr.al and economic deveK 

en«<ig of agrarian feudalism meant that the stand! the strengih- 

-Jot.ty of the population of the colonial 7'' o»«T.heUing 

.ncome only . fraction of that enjoyed by 7 extremely !o.. TheiS 

countries. In consequence, the dome.tic !.rWt 5! industrial 

rery .nj because of the m.intenVnce If . -^“’‘rie. .„ naturally 

X7nu7d\?ri:r!! 7- 

B-e the native moneyed element, the Pos,ibUu7"of Xai;. 

3^ '-O*- - P. 10. 
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Ing the millions engaged in agriculture and loan capital in particular brought in 
usurious rates of interest. So long as conditions were favourable for this kind of 
usury, native owners of capital had very little interest in founding industrial 
undertakings to which there was always a certain amount of risk attached, and whose 
rates of profit were not so high as the usurious rates of interest on loans. It is 
very interesting to note that when certain English writers sought to explain away 
the backwardness of industrial development in India, they always pointed out how 
difficult it was to interest native owners of capital in the idea of founding in* 
dustnal undertakings.^^ In this connection, they invariably omitted to mention 
the real connections between the usurious rates of interest obtained on loans by 
native moneyed elaments,thanks to the maintenance of agrarian feudalism, and their 
unwillingness to take risks and accept a lower return on their capital by invest* 
ing in 1 ndustry. 


In a period in which capitalism in Europe was tremendously developing the product¬ 
ive forces, economic and political forces conspired to alow down capitalist devel* 
opment and even sought to stop it altogether in colonial countries. Whilst capit* 
a 1 1 sffl was still a progressive force in Europe,it made its appearance in the 
colonial countries as parasitic imperialism. Yet this process contained within it* 
self the following rejuvenating forces. The commercialisation of village agri* 
culture together with the decay of village industries due to the influx of manu* 
fa':tured and. later, cheap machine*made goods of Britain and subsequently of other 
countries and even of Indian industries seriously affected the balanced village 
economy. The village slowly but steadily became transformed from aae1f-governing 
community into an administrative unit of the centralised state and a dependant 
economic part of the total economy of the country. The progressive role and 
historical importance lay in the fact that it made village economy a part of the 
unified Indian economic stream. 


Historically it was a necessary step towards the economic integration of the 
Indian people.Conditions of material existence determined the nature of conscious* 
ness and this new process helped to elevate the consciousness of the Indian people 
to a national plane which paved the way for a national economy and nation-wide 
co-operation among the Indian people. 'After the elevation of Indian agriculture, 
Its problems assumed a national character, because agriculture in a particular 
centre produces not only for that centre but for the entire country and even for 
the world market. The state of agriculture and the condition of agriculturists 
affected the state of industry and the economic position of the non-agricultura 1 
classes also'.^* Various aections who pressed on the British government to intro¬ 
duce drastic reforms in the sphere of agriculture, felt inspired by a national 
sentiment since the pressure was exerted on a foreign government. Therefore, t e 
problems of agriculture served as focal points for the mobilisation of the people 
and its different sections on a national scale. 


5. The decline of handicrafts and village artisa n industries. 

The victory of Pl.asey in 1757 sounded the desthknell of Indisn hsndicraft .n- 
dustr.es. Between 1757 snd 1857. Es.t India Company eli«inated a '"""^.er of atate. 
and drained enormous wea Ith from India. This 'plunder' provided a ® ® 

the necessary capital (primitive aceu-ul at ion) for the 
England. In the worda of Brooka Adaos, 'Plaasey was aug . * 
nofh.ng ha. ever equalled the r.p.dity of the change 

Plying Shuttle appeared, followed by Hargreave’. Sp.nn.ng Jenny {1764). Crompton a 


3^ -TLer, i. a acarcit, of capital for iaSoatrial porpo... i. J”,;; 

cowpetitioB frow olber forwa of iaveatwaat. Th« wala ® ^ ,Bd .ovaraaeat 

to ave.t is r.al proport,. ..at. a.d Jewellery, .oaeploadiag, trad. 

aecorltie. ratb.r tbab i. iado.tr, i. wb.cb w.a, a.rio.a ' 

tiubbsfd, Psslefs lodvstrislisstios wsd ils efUct oa the , 
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Mule (1785) and. chief of all. Watt's steam engine. 'Though these machines served 
as outlets for the acceleratisg movements of the time, they did not cause that ac* 
celeration. in themselves, inventions are passive, many of the most important ones 
having Iain dormant for centuries waiting for a sufficient store of force to have 
accumulated to set them working. That store most always take the shape of money 
not hoarded, but in motion. Before the influir of Indian treasure and the expansion 
of credit which followed, no force sufficient for this purpose existed, and had 
Watt lived fifty years earlier, he and his invention must have perished together. 
Possibly since the world began, no invention has ever yielded the profit reaped 
from the Indian pi under,because for nearly fifty years Great Britain stood without 
a competitor, from 1694 to PUssey ( 1757) the growth haa been relatively slow, 
Between 1760 and 1815, the growth was very rapid and prodigious'.^’ 

•n..= Ind«,tr,.l Revolution cre.ied a po.erful induscri.l .od m.nuf.ctor.ng eU,« 
on -K ch ,he S.H h >"««•"« of the .tong done to India by the country 

l^;in7e;v"Zlo'uid^h\vr;e\';u.:i;^^^^ 

permuted for her. She mas at the merev of the . n *«» not 

upon her without paying any doiv and the f *V* ^*’*^'*^ goods were forced 

she could not have contended on equal tarma* 3« Ii »^“n8le a competitor auh .hnm 
•R«.n of Indian Trade and InduatrYe,. !ire,'. d 
.»posed on different good, is-porte^’n^rEn^:J^Vo 

in England -iu the reauU 

and opened India for 'free trade' to .11 / l ^ •"'li* Company 

nerehanta unlike their predecesaora did noi'^* ^hia nea elaaa of 

W.., Tho. .... „ oo- .0 I.d.. .o bo, s.od. p„doc.d i„ 

and raw materials from India to supply those 

-nt o the company in India, a, the politUa, Tn.t \ 
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materials and food stuffs, on the contrary, shoved a considerable increase. The 
decline of cotton poods in 1849 amounted to £ 2,222.089. By 1857. they had risen 
to £ 4.941, 343. jfnpor Is of cotton twist and yarn also increased. From 1857 to 1872, 
Indian exports formed by manufactured goods declined from 11 to 3.3 per cent and 
the raw materials exported increased from 34 to 61-4 per cent- During 1840-1872 
period,there took place a steady decline of Indian industries resul1 1 ng in throwing 
tens of thousands of persons out of empioyment. From 1872 to 1921, a period covering 
nearly fifty years, the process of decline in industries became very rapid because 
it was in this period that the mam railw.iy arteries had begun functioning. Fore ign 
manufactures could go far into the interior and destroy through market competition 
native handicrafts and other industries. ‘The railways and steamships have made it 
possible for European power manufactures to offer the Indian farmers much better 
terms than Indian village craftsmen could give. Self-sufficing local economy has 
been displaced by international specialisation and trade much to the discomfiture 
of the Indian eraftsman*. 

The pre-capitalist artisan industries declined mainly due to the unequal struggle 
against modern machine•baaed industries. The historical strength of the machine 
industries lay in the fact that its products were cheaper than thoseof handicrafts. 
In a society based on exchange of products, only those forms of production were 
selected in the economic struggle which satisfied human wants with minimum labour. 
In a society based on the market, cheaper products always prevailed and ousted the 
deor ones. The introduction of capitalist 1andre1 at ions and new land laws was not 
sufficient to break up the economic autarchy of the village. The undermining of 
tfie village artisan industries was also necessary to deal a serious blow to the 
self-sufficient village. The undermining of the self-sufficient village which was 
an obstacle to the growth of national consciousness and the development of common 
national life, was however, a healthy development. 

During this period, the increase in the agricultural population of India was 
greater than the increase in the total population. From 1891 to 1921. a period of 
thirty years.comparshle figures are available. From 1891 to 1901.a fresh territory 
with a population of about 24 millions had been included in the census figures. 
From 1891 to 1921, the total population of India increased by about 28.8 millions. 
In the same period, agiicultural population increased by $5. 3 mi 11 ions which showed 
that agriculture has absorbed a net population of about 24 millions an well as the 
whole of the natural increase in the total population. 

In England, the new mechanised industries absorbed, in course of time, the popu¬ 
lation displaced from its old calling.and though this did not abolish unemployment, 
it at least in part alleviated the distress. In India, new mechanised industries 
were introduced only after a very long period and their growth was far too small to 
provide employment to the crores displaced from their old occupations. While in 
England there was thus an increasing industrialisation and urbanisation of the 
population, in India there was increasing ruralisat ion. The predatory character of 
British capitalism ceased by about the middle of the last century. From that time 
the competitive forces could be depended upon for capturing the Indian market. The 
capitalist principles of free trsde, freedom of contrset and competition could now 
safely work in favour of British capitslism. This process made India a colonial 
agrarian appendage of Britain. 

The destruction of pre-capitalist urban handicrafts snd villsge artisan industry, 
however , paved the way for the t ransformation of 1 ndia into a single economic « o e. 
It unified the entire people within the web of s system of exchange relations.thus 
contributing the material basis for the economic integration of the Indian peop es 
into s nation, The historical importance of this transformation lay in the act 
that the problems confronting the new classes transcended s mere town or vil age 
and became reallynatione I in scope. The self-sufficient village was an obstac e to 
the growth of national consciousness and the development of common nations i e. 


30. D.«. Buchsoas, Owelopwest of rapiialist Ksterprise is Is<ll» - P- 139 



The destruction of its self-sufficient character and almost isolated existence »as 
objectively necessary for transforming India into a single economic unit and the 
Indian people into a nation composed of classes existing on a national scale, 
lliatorieol ly this process paved the »av for a common and higher social, economic, 
political and cultural existence. Karl Marx comn.cnted. 'sickening as it must be to 
human feeling to witness those myraids of industries, patriarchal and inoffensive 
social organisations disorganised and dissolved into their units, thrown into the 

sea of woes and iheir individual members loosing at the some time. their 

hereditary means of subsistance, we must not forget that these idyllic village 

communities. had always been the solid foundation of oriental despotism that 

they restre.ned the huji.n inina .uh the joallest possible Compass making it the 
unresisting tool of superstition, enslaving it beneath traditional rule, depriving 
of ail grandeur and historical energies*.^ ^ 

development of means of transport and modern industries . 
rr'eated“V‘*'’T.' «-«iUa,, in India during the middle of the nineteenth century 

rtilways in England had more or less ended*V^e^C*^E!gllnd 
had built approximately 17000 miles of raiUavs in Ind.s . I ^ 

.r .h. Ens),.b f,.„ 1890 '« T,ll I 

•as nearly doubled and there eere about 33 000 m,lV.‘ t * i n«-orh 

»*.ve to -a.t till she could pay for the. h^self b 

began to export capital on a^blg acale It was England 

•hich financed the building of India*. i l capital accumulation 

development. * Indian colony accelerated economic 

The construction of roiUays save .id.r t 

• I. other industries and alsj created a markerfo^*th"'^**^T^ 
engineering industry of Britain. Indian ra« matelisl Products of the gronitig 
turn, found a sure and steady market abroad n a P’’®**'*'** industries, in 
Morx -rote: 'nen you have Ue i,\roj^ed mVeh * 

country «hieh possesses iron and cosl you ar!^ k? 'ocoftotion of a 

f.bric«tion. Tou cannot -.int.in s nVt.o'k of raT 
•Ukout introducing all those industrial processes *’'* 

*nd current wants of r.il-.y locLt‘iVn.'’7n:“" ‘-'^late 

pplicttion of machinery to those branches of indust^ •k»ch there must gro. the 

- ^conom. develop. 
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These changes in environment operated selectively to develop certain characteris¬ 
tics among the inhabitants of the country and there were several reasons why the 
improvement of communications fostered the businesslike type of personality in the 
country.l^hen the market became wide the man with a capacity to expand his business 
got a chance to expand it, Further, it fostered the division of labour for ‘the 
division of labour is limited by the extent of the market*. The improvement in 
communications also meant that a higher proportion of transactions took place 
between people who did not meet each other face to face. Facility of transport 
depersonalised economic relations and ther*T)y made innovation easier, and fostered 
indiViduaI ism.The contact through trade of peoples of different faiths and customs 
promoted the questioning and rational review of present practices which seemed 
inevitable or sacrosanct. Changes of occupation, enforced as well as voluntary, 
became more frequent, and men had to be less traditional, more adaptable. Some 
districts that had special advantages for trade, or special natural resources, now 
developed a thriving activity, which drew the men of enterprise into it from far 
and wide and formed of them a society which reinforced the particular traits of 
personality, especially the business virtues of foresight, system, trustworthineas 
and disciplme.The development of communications and the profits which soon amassed 
in the hands of the businesslike trading class made the birthof independent Indian 
industries possible. Soon the class of industrial bourgeoisie came into existence 
which helped to create a national economy, the material framework of the Indian 
nation 


lUtseen 18S0 and 18S$ the first cotton mill, a few jute mils and some coal mines 
were started. In 1879. there were S6 cotton mills in India. The number of jute 
mills, mainly owned by Europeans, rose to 20 in 1682. In 1680, 56 coal mines were 
working in the country Between 1890 and 1914, new industries like that of 
petroleum, manganese, mica and saltpetre, came into existence. 

Engineering and railway workshops, iron and brass foundries also grew rapidly. 
Coal mining developed fasl during this period due to the extension of communi¬ 
cations and the expansion of the mill industry and by 1914, those employed in 
this industry alone were 151,376 workers. D.H. Buchanan describes the industrial 
expansion between 1890 and 1914 thus: 'The growth from 1890 until the world war 
wa.s fairly steady in all fields. Cotton spindles more than doubled, cotton power- 
looms quadrupled, the jute looms increased four and a half times and coal raisings 
.six times'. Vet the total investment in India as a result of the development of 
capitalism stood at a very low figure even in 1920. It worked out at the rate of 
not more than £ 8 per head compared to the per capita investment in England of 
about £ 300. In 195^. the Associated Chambers of Commerce in India estimated 
British capital holdings alone at about £ 1000 million, fully one quarter of the 
total of British capital investment overseas. The annual tribute drawn from India 
to Britain in one form or another was estimated by Sha and Khambata in 'The Wealth 
and Taxable Capacity of India' at £ 150 million. This calculation waa based on the 
year 1921-*22 and was more than the total of the Indian budget of that year. This 

showed that the industrial development in India through foreign capital investment 
was more in the nature of imperialist penetration of her economy than natural 
economic deveIopment. 


In sp.le of the insufficient snd unbsUnced indu.lr,•Iisalion of India, it played 
almost a re»o1ulionary role. It led to the consolidation of the unified national 
economy. Industrialisation made Indian economy more unified, cohesive and 
It was true that the industrial development of India had been insu 
lop-sided due to a number of reasons. Still it played a significant role in the 
evolution of modern India. The gro.th of modern industria I cl tles. -hich became he 
centre, of intense economic. soc i a 1 and political life, led to the “VJ* 

bourgeoisie and the proletariat, the t-o social cl.sse. -hose specific .eight in 
the movement of contemporary society was decisive. 
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7. The growth of modern education and tfie ris<! of sooaf cla?$.s^3 tn Inciia . 

Th« process of nodern English o4ucstion must bo understood along »ith and in (ho 
context of the li(^uiddtion of the commerrial class and the creation of a ne* 
landoaning class. The ruling uathortty kne* that a substitute class had to be 
raised and groomed by a highly selective process of breeding. Said Macaulay 'tte 
•Bust St present do our best to form a class who may be interpreiers between us and 
the millions whom «e govern. « class of personN Indian in blood ond colour but 
English in tastes, in opinions, morals and mte llect‘Roth English education 
and ' Und-minde*lness* were imparted after the liquidation of indigenous trade and 
commerce and the cottage industries. The ne* land settlement and the frustration 
of the commercial capital went together to form the social incentive of English 
education on the part of Indians. Industrial capital soon developed among this new 
class and it fortified and expanded its domain.Between I8$ri and a noticeable 

change was occurring in the altitude of the new middle class. They started reading 
Aden Smith, Ricardo. John Stuart Mill. Burke. MtUon, Comte. Kant and Hegel and 
soon their mind outgrew the system which fostered it. The demand was raised for 
better government as well as European institutions. 


The primary aigni/ieance of ihia poaiti.ely |.ri..i.ged acquis.lion c!ass .as to 
be found in i.o directions, .‘.tembers of this crass -ere typical entrepreneurs such 
as merchants, ship-o-ners. industrial and agricultural pioneers, bankers and 
financiers.T-oother types .ho belonged to this class aere members of the 'liberal* 
professions -iih a privileged position by virtue of their abilities or training 
and hvghly skilled workers commanding a monopolistic position This class scon 
acquired the management of productive enterprises and turned to ensure the security 

bLlls >nflwnceon the economic policy of political 

bodies and other groups, »hen practical problems arose, spokesmen of thi, cUs, 
came out to analyse their character and operation. 

SntTfTo'* •»» the direct consequence of the establ ish- 

•Th! 7 ' S Vn •«J'"»''>«rat..e machinery. A, Mar* .rote in 1853 

bj BrU^sh "Valts'^^'r’ I"'*' *»^*^‘*" ^ff*=ted 

the colonial and the bick.ard oeooU •"‘I'*'’"'”" ^«h imperialist peer and 

reform the land .ysiem because i,. rule lypicalTv d n % h '"'•‘Hmg to 

colonial landlord class. The interest, of ^1 'depended upon the support of the 

producer, in the -1 ropoi?s%;VvVnVe/the 

hwrriers andiiioth«r vavi inkhkk» Jmu of colonial protective tariff 

of the colonial populations -ith the ^ colonial economy stagnated and all classes 
c«y e^all 8roup.\';..'V.e7e in e! ec « f' 

thro.n into the struggle for nai.oo.i I rule,.ere,there fore 

•ppe.red on the scene .hieh found in the B^Tu»"h'b ^ 

competitor and obstacle to advance It -.1 ‘>‘**'r8«o..,,e its overahado.ing 

'*pre.a»on and leadership of the Indian •rCicuUie 

«Prc..ion of the aspiration of the r.s7„VTJdf'’"'r'*‘/ the 

<6- h«a*l., . Mlaote. as BSsetiaa. 
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The economists of the past are sometimes treated as men eho have put forward and 
persevered in. theories in the light of reason.appear erroneous and even ridiculous 
today, lender certain historic circumstances, it appears that the class interest of 
a certain group is in harmony with the general welfare of a nation or people 
concerned. This is true when the services rendered by that class are essential to 
the welfare of the particular society as a whole and are scarce relatively to the 
needs. The utility of the services of a class and the scarcity of those services 
are a general measure of the values of these class services and economic theory 
appears to emerge out of a generalised pattern of the dominant values of such 
services. A social class earns its distinction by its contribution to the next 
stage of social development. 

Theories are built upon facts; in other words, economic doctrine is conditioned 
by facts.The problems which offer themselves to scientific economics originate in 
the economic life and must be understood in their historical causation and meaning. 
Any scientific evaluation of economic reality and economic doctrine is possible 
only if we concentrate on a fixed point in time; but here we shall not lose sight 
of the fact that everything is in a state of flux and however short a period may 
be, the form and essence of life are at its end different from what they were at 
Its beginning. Another fact to remember is that factors which were present sporadi* 
rally in a certain period receive a new importance in the later periods. The 
Question is to understand how the shift of emphasis happened and to recognise the 
effects of the shift upon the economy of the country. In the light of these ideas, 
we shall try to interpret every single theory put forward by Dadabhai Naoroji. 
Ranade. Cokhole and Dutt in the past as an expression and reflection of contem¬ 
porary conditions and thus to understand it in its historical causation and 
meaning. 


17 


CKtpter 2 
DadobKai Naoroji 

Did4bh»i KioroJi w%A borft oa S«pt«Bber 4, 1A2& la Be becAae a pArtaer la 
tht fir*! Ia4t4fi coa^erctal firm establiabed la Faglaad.He waa a phUiaapber-tr4d«r 
tfbo waa eoaceraed acre vitb the preatige aad welfare of bia copatry tbaa with 
profits. Be vas aest to Sa^lasd bp bia fira for baaiaeas porposea; bot sooa he vLa 
dravB isto politics. Be atorted hi« eaapatfs ta Badldad educatiap tb« Bfitjsb oa 
their reapoaaibilitiea ia ladiA.Dona^ the cloaiag pears of Qaeea Victoria^ a rei^a. 
be becaae a aeaber of the Bfitiab Bariia*eat aa a Gladstoaiaa aad aa ardest adao- 
eateofBoae Bale for lodi^ &e wu twiee elected as Preskdeat of the lodiaa KatiOBal 
Coftd^reaa. Be died ta 1917. 


1. Tbe first to see all realities of not i on al econoirp and all ideas concerning national 
velfare in their essential and ayatettaiic connection eas Dadabhav Naoroji. the 
Grand Old Man of India, as people loved to call hin. He noticed the rising contra¬ 
dictions ehich vere rooted in the social and economic, no less than in the 
political conditions of India under imperialist rule. The syatem of doctrines 
worked out by Dadabhai eaa characterised by a certain boldness of conception and 
a great logical consistency. Taken in detail, the constituent elements of the 
syatea were neither novel nor revolutionary dor did he at any lime claim to have 
discovered previously bidden facts or to have invented recondite formulations of 
facts already knovn; but the system as a whole had an air of originality and 
initiative such as was rarely met with among like treatises that dealt with any 
phase of Indian culture. How much of this distinctive character of Dedabhai's 
sysien owed to the personal treits of its creator was not easy to say; but it 
differed characteristically from all systems of lheor> that had preceded it, both 
in its premises and its aims. 


I^ither as regards his postulates and preconceptions nor as regards the aim of his 
inquiry did his position cone of s single line of sntecedents. He was of no single 
school of philosophy, nor were his ideals those of any single group of thinkers 
living before his time. For this resson he took hia place as an originator of a 
school of thought as well as the leader of a movement looking to a practical end. 

10 the BoiiTo. which drove hia and the aspirttiona which guided him. ,n de.truc- 
bilienVvV'.t * creative specuJatiet. aUke. he primarily a theoretician 
eoaai.t-A^ ^ «<:«>»<>•*' pheno.ena and their organiaaiiofi into a 

c«; Itentlv J It of scientific knowledge. He -aa at the a.^e tin,e 

Tf U. t! tenac.oualy alert to the bearing which each acep in the progreas 

b»al a«ch"7a bV ’ “P®" propaganda. Hia work had. therefore, an air of 

...Ld ^ » arguaenl. but it «a, not. therefore, to be 

»i«l -y defiVctVd h" ‘•‘•t hi» prop.gandiat had in any aubstan- 

•ctentific !l!th H ‘|‘‘!«Ty or h.a apecul.tiona fro» the faithful pursuit of 
«raap wa. too«»8ht colour hia poUnies but his logical 
« P -a. too neat and firm to adn.t of any bia. other than that of his patriotism! 

Lollr8'Tu„7n7a''o'f'oiur“^ rc.ulted in money .„d wealth 

dictun ■pl'n?. PO-cr in a way very different from old. Bodm's 

re.pect. trJe’inV /“‘’V'**' ’* commonwealth) was 

i» the%eul;H,V ,en.e I"''- T" “ -nsl 11 ut ion. 1 

and the centt.lieatVon V A^^'' / replaced the feudal 

o^ici.ldom where feudal r T ‘‘“n rat.bliahed a aaUned 

'•"t »ilit„, and -““f of *elf-6overnt.ent had prevailed. The result -as 

-- and norVto rrieV"*' o’"''”" State-credit. tended 

•""■J of . natural economy to iKT^k’ *’“** of by payment, 

Poiuicil aignific..^, "onetary powers of the country acquired a 

‘hruat i «0 “together novel. Trade and the money Uh.nd trod! 

ght aa sources of wealth and political power.Tins mfl,., of 
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money played a great part in undermining the foundations of the old natural 
economy, for it favoured the diffusion of the means of credit and promoted the 
development of a capitalist economy. 

The expansion of commerce and its ever deeper penetration into feudal society had 
by now brought about changes that eere destined to have far*reaching consequences. 
*The development of commerce and merchant capital* arites Marx, 'brings forth 
everywhere the tendency towards production of exchange values,increases its volume, 
multiplies and monopolises \t, develops money into world money. Commerce therefore 
has everywhere more or less of a dissolving influence on the producing organisati* 
ons. which it finds at hand and whose different forms are mainly carried on with a 
vie* to immediate use. To what extent it brings about a dissolution of the old 
mode of production depends on its solidity and internal articulation*.^ New conflicts 
and divisions, consequences of money and commerce. broke down the old societies. 
As one writer, spesking of England, has said: *Not only did the productivity of 
labour remain very low in the manorial economy owing both to methods in use and 
the lack of incentive to labour, but the yield of land remained so meagre as to 
lead some authorities to suggest an actual tendency for the system of cultivation 
to result in exhaustion of the soil'.^ This was more true of India during the laat 
fifty years of British regime than of Europe. The peasant did nothing to enrich 
the land which the medieval cropping system exhausted. The growing needs of the 
British created landed gentry for money and the new exactions coincided with 
productive stagnation. *As the forces of production change', Mark says, 'they are 
restricted and come into conflict with the social relations within which they are 
developing’. The foreign bureaucracy in India with the help of the new middle 
class which wss meant really as a buffer class tried to hold back the new rising 
class; the class that was rising to power came into conflict with this class that 
held power. The hampering of the development of the exploited became apparent in 
more open clashes of class forces. It was this crucial conflict that provided the 
background for Dadabhai's economic ideas. 


3. Forces Leadin g to the 'Dra in Theory* : 

The London Indian Society, which Dadabhai started in collaboration with W.C. 
Bonnerjee with the object of bringing Englishmen and Indians together and exchanging 
views Oft subjects connected with India, carried on useful propaganda for more than 
fifty years until the year 1907. Another organisation (The East India Association) 
more broad-based than the London Indian Society was inaugurated on December 1, 
18 06 in CO 11 abor at i.on with a committee of retired English officers. Independent 
and disinterested advocacy of the interests of India and the promotion by all 
legitimate meansof her welfare were its object. At the very first meeting on May 2, 
1067, Dadabhai read a paper on 'England's duties to India*. On Nov. 25, 
Dadahhai came forward with yet another paper on 'The expenaes of the Abyssinian 
War' demanding that India should not be saddled with any portion of the cost of 
wars fought in the interesta of the British Empire. On June 11, 1067, General Sir 
Arthur Cotton read a paper on 'Irrigation and Water Transit in IndU'.The unprece¬ 
dented succession of drought and famine was tlien filling India with distresa an 
discontent. The authorities seemed to favour the construetionof raiIways more than 
canala as a remedial measure. In a minute which Dadabhai left behind and which was 
placed before the Aasoc i at i on* s meeting held on December 8,1868,he gave a 
survey of the devastating famines with which the population was perio ica y 
affected. At a meeting of the Association (October 29,1869) a paper on tbe 
of meana of transport in India was discussed. The Government had then deci e 
construct railways in future by raising loans instead of by giving 
private enterprise and guaranteeing payment of interest on their ' *i*aaes 

pointed out that under the system of giving Companies • guarantee, all ^ ® ® 

arising from waste fell upon the state while the profit mostly went t 

guaranteed companies. 


1. Kwx, Capitwi, Tol. Ill - p. 300. 

2. M^urlc Pobb, Stsdie# is tbe PeveJopmeit of Cwpltsllsn - p. 43 
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During seventies of the nineteenth centurv ihe main topic of (ii.scMsaion in the 

ilsaociAtioh Indian Finance .Within six weeks between June IS and July 28. 1870. 
00 lea® than f^'ur papers dealing with the subject in all its bearings were read 
and discussed at great length; one on 'Indian Fitiante' by I.T. Prichard, another 
on 'Public Works in India* by Sir Barile Frere; another on ‘Wants and Means of 
India* by Dadsbhat and a fourth on the 'Finance of India* by Sir Charles Trevelyan. 
Other pipers discussed were 'The Progressive Capabilities of the Paces of India 
in Reference to Political and Industrial development' by Hyde Clarke. 'What the 
true interests of Manchester really are m India* by Dr George Birdwood and on 
'Trusteeship as the basis of Inpenal policy* by Major Rvans Bill. All these 
pipers hsdadirect beiringonthe inpoverishmeot of India. Dadabhai's contributions 
could be grouped under the following heads; 


4. Rational Iftcoiac . 

Being a suantry and an appraisal rather than an analytical entitity national 
iDCOae denanded statistical measurement. Official information on the subject at 
the tine we apeak of was inadequate and misleading. Blue books were compiled 
without the least idea of providing the information required The source of non* 
official information were practically dry. The universities of India had not yet 
popularised the study of political economy and the books on the subject were a 
ftOfelty in the country. In the year 1870, the only journal in India which gave 
atatiatica concerning the agricu 1 tvral. mineral and other sources of nat i one I wealth, 
•as the 'Indian Economist* edited by Robert Knight. This did not give the infor- 
•ation one wanted; not only was the information lacking but there were also Kandi* 
caps in the approach to the sources of information. The Government of India, for 
instance, refused Dadabhai access to a note prepared so late as 1881 by Sir David 
Bsrbeur upon which the then Finance Minister (Lord Cromer) had based his statement 
of the extreme poverty of the mass of the people.^ 


A return was made every year called 'Material and Moral Progress of India* which 
was very imperfect and misleading. Dadabhai said that nothing short of a return 
year of the average annual income per head of the population of British 
iQCia and of the absolute necessaries of life for a healthy labourer in detailed 
calculation could give any correct idea of progress or otherwise of the material 
eooditipft of the people of British India. 

Enimatca of total income were employed then as now in ascertaining the proportions 

•nd th* diYided among different cltsscs. between the conmunitv 

na the indtYidutl. between consompiion and eapual accumulation and the like 

centinLVA""*"* ftS-rea appeared to me.aure the nation', economic -elfare. A 
•Iso the con«. of •hhu#! estimates of total or per capita income .ould reflect 
•od if the income floo. an important criterion of economic melfare, 

•bethet the Dadabhai eridently thought. ,t .ould suggest 

be a ratnF * j providing such returns every year. ‘Let there 

%trtr, ’rd"'"*^ Clcul.ted. «,de e.ery year ol Ihe total 

of . J«bourlr to Vive i"o .‘o k" ^ P'>P''*«ion. and of the requirement, 

Unleaa auch come let. . H «ol as a starved beast of burden. 

‘<*l« and uaelesS tValS information is given every year ,n detail, it is 

to make mere unsound assertions that India is prospering*. ■» 

«•l^^^'^^d‘^,Tcome°VV^V‘ V"* evidence he collected to a minute 

Of tbe population .a” oVlI lo s“ *l V" P" 

•“•lyaia of the economic . . ”'■«*20. Such a preliminary 

Mean, of India' Ti/Vr 'V 

. -h.ch he read before the East Indx. Assocyation on July 27 


A^aresa, flth Cougre.., Lahore. 1803. Dadabhai'. "Speech 
<■ Wahhai, PreMde.tial Addre.a, .th Co.ere,.. Lahore. 1893. 


ea «ad Vf 
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1870. In the year 1876. Dadabhai read a paper on 'Poverty of India* before the 
Bombay Branch of the East India Association which was published two years later in 
a pamphlet form in London.® This paper was only a prelude to the bulky volume 
published in 1901 under the weli*kno«n title 'Poverty and unBritish rule in India*. 
In this paper he produced additional facts and figures for his statement that India 
was sinking more and more in poverty. Statistics were the backbone of this paper 
and he made it perfectly clear that with imperfect material at command he could 
give only approximate results. 


Dadabhai's estimate was based on official figures relating to the years 1667*'70. 
He explained the principles he followed in these words: 'I have taken the largest 
one or two kinds of produce of a province to represent all its produce. I have taken 
the whole cultivated area of each district.the produce per acre, and the price of 
the produce, and simple multiplication and addition will give you both the quantity 
and value of total produce.From it also you can get the correct average of produce 
per acre and of prices for the whole province as in this way you have all the neces* 
sary elements taken into account'.^ Calculating on this basis. Dadabhsi arrived at 
the figure® of £ 277,000.000 as the value of gross agricultural produce. From this 
he deducted six percent for seed, bearing a balance of £ 260,000,000. The value of 
salt, opium, coal and profits of commerce was taken to be £ 17,000,000 and the value 
of menufactures was computed to be at £ 15,000.000. An equal amount was estimated 
for the annual produce of stock, fish, milk and meat. etc. To this amount Dadabhai 
added a further sum of £ 30.000,000 for any contingency. All these items together 
amounted to £ 340.000.000 and taking the population at £ 170,000.000, the per capita 
income for British Indis came to 40 sorRs 20 per head.He clearly established that 
the value of the product ionofone of the best provinces in Indis (Bombay) was only 
Bs 20 per head per annum and that confirmed his previous conviction that 40 a wass 
liberal estimate of the total production per head of the population. He then pro* 
ceeded to examine 'the bare wants of a human being to keep him in ordinary good 
health and decency'® in the light of estimates of the necessaries of life, for 
emigrant coolies.for Indian emigrants carried to British and foreign colonies, for 
common agricultural labourers in various parts of the Bombay Presidency, for the 
lowest paid servants in the government service and for prisoners in Indian jails. 
This was less than Bs 34 or so which was required for bare subsistence and he came to 
the conclusion: 'Even for such food and clothing as a criminal obtains, there is 
hardly enough production,even in a good season, leaving alone all little luxuriea, 
all social and religious wants, all expenses on occasions of joy and sorrow, ind 
any provision for a bad season. Moreover, it must be borne in mind that every poor 
labourer does not get the full share of the average production. The high and the 
middle classes get a much larger share, the poor clasaes much less while the lowest 
of living is generally above the average share.Such appears to be the condition of 
the masses of India. They do not get enough to provide 'the bare neceasaries of 
life'. The conclusion was that as the balance of income every year available for 
the use of the people of India did not suffice for the wants of the year, the capital 
wealth of the country was being drawn upon, and the country went on becoming poorer 
and poorer and more and more weakened in its capacities of production*. 


5. K. P. Masasi, Da4abbat, GraaO 014 Kaa af fadia ~ p. 120* 

0. Tbia iatereatiag feotaate appeara ia tbe paper: "Tbeae aotealstbeir arlgisal draft were 
placed before tbe select cewaittee oa ladies Pisasce is 1073, they were takea. bat set 
pabllabed with tbe report, aa tbey did aot salt tbe viewa of tbe Cbairaaa (Hr Ayrtoa). sad I 
was led to sappose, also of Sir GraedDoff, wba was tbea tbe Uader^Secretary of State for Isdia". 

(Dadabbai Naoroji, Poverty aad aaBritisb rale la ladie - p. l) • 

7. Dadabbai, Poverty aad aaBritisb role ia Isdia ** p. 4* 

3. See tbe auaary of bis calcalatioas. Poverty aad aaBritieb role is ladia - p. 23* 

9. Dadabbai, Poverty aad aaBritieb role id ladia • p. 2A. 
lO.'Dadabhai. Poverty and uaBritinb rale ta India - p. 31. 
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j Cntician of Dqdat>h ai*s National Income gstimatg . 

Mr T.C. Danvers, an India offic*- expert. f»o ml ed nut thr flaws \n DadabKaiVs 
calculal iona. He took except ion to the principle adopted by Dadahhoi of equally 
ipportionin^ the value of agricultural produce and manufactures among the whole 
popul At ion without distinguishing how many were agriculturists, how many were mechanics, 
how many belonged to other trades or professions or possessed property and whose 
mcones, therefore, were not derived directly frow. agriculture or manufactures. 
'Thus he omits all reference’, the critic pointed out. *lo railway wealth, 
government stock. house propertv, profits of trade, salaries, pensions, non- 
igricultural wages, professional incomes and returns to investments and all other 
sources from which a man who does not grow food himself may obtain the means ol 
purchasing it'. 


Dadsbhai Bade a spirited reply to this argument. In his memorandum, Mr Danvers had 
pointed out that Dadabhai's calculations made no allowance for straw. Dadabhai 
replied that he had not only omitted straw, but 'also grass, cotton seed and any 
fodder or other food for animals', on the ground that it would make no difference 
to the ultimate result. The principle Dadabhai enunciated was beat explained in 
hu own words. First either the whole gross annual production of the country may 
be taken fincluding straw, grass etc.) and from this gross production, before 
apportioning it per head of human population a deduction should be made for the 
portion required for all the stock; or second.all straw,gross and every production 
raised for animal food should be left out of the calculation and only the rest of 
the production which is and can be turned to human use should be apportioned among 

the human population. It would not be correct to include the produce raised 

for aninal use and then not to make the necessary deduction for such use'. As a 
of fact. D«d.bh»»'» figures of the value of the agrtculturaj produce 
ere as good an estimate as one could possibly get in those days. Dr V.K.R.V. 
ao, in .brilliant analysis of Dadabhai’s estimates, remarked, ‘Th- official 
n«ure. thus corrected by us .ould be Rs 286 crores. But it must further be 
t.Mnbered that the output of agricultural crops -ould be higher in 1878 than in 
i V tA*"*" '“‘'‘'’“‘O" '•«<l increased in the meantime and even if .« 

represeJt*, ! increase in output during this period (-hich 

;r;7f7 K:'‘Vl V" r* “ the^inauy corre'eted ofnd:! 

D hWAi;- r “* produce of British India in 1867-68 and 

uibutr ^'Dr DadTh "k'' remarkable 

ticdlv irf ^ »» a statistician that his results should be prac- 

cultd.l p/o/ucc Srdr'd of the value of the agri- 

P ducc moy therefore be accepted os an outhoritotive eotiaote'.^^ 


of the .heat flom Panilbd" R S ‘hat by the mere fact of the removal 

is ,dded to -hat d A '' 7 ‘ ’I''!*' -heat.nor a single pie of 

•fai -Sy nnfj / touched Such 


exist 


*»i«ting .ealiii’ 7 movement of produce can add to the 

•t -oulS 7! L'do „ to Vo I-f- can become rich in no time. All 

year round and unL^ tf "“''V* J** continually aU over India, all 

till the lend ^ the magic -heels of the train -ealth -ill go on springing 

that he ... „o7 ’d’ ''*'”*»*^ porfeetTy 

'oy country or to Ind.V'“ h" * benefits of rail-.y. -h.tever they are 

7 to India His argument -as -rail-ays are. in , -.y, indirect 


U- - P- 176. 

I>r ? r * wwBritieb rul« is Isdix* - p. 170-179. 

«• 64dUa7’'s*‘"’ ** ““ - p. Ifi. 

» s*d wwBfiti.h r.U iw Udix" - p. igi. 
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TOoans of increasing the material production of any country but that, whatever that 
‘means' is. its result is fully and completely included in the estimate of the 
actual annual production of the country, and there is nothing more to be added to 
such actual material production of the year'.*^ 

As regards 'Government Stock*. Oadabhai contended that it did not ‘from itself 
produce or create or make to grow out any money, food or any kind of material 
wealt])'< nadahhai argued, 'Suppose 1 hold a lakh of rupees of Government 4 per 

cent rupee paper. it simply means that the Government will give me Rs 4000 

every year and that, not by creating anything by any divine power but from the 
revenue of the country, and this revenue can be got from only the actual material 
production of the year. So in reality m> income of Rs 4000 from Government Stock*, 
IS nothing more or less than a share out of the 
therefore, fully and completely included therein* 


production of the country and ia 
1 * 


Similarly he held 'the house does not grow or create the rent by the mere fact of 
my occupying it*. Again 'not a single atom of money or wheat is added to the 
existing wealth of the country by this internal trade, only a different distribute 

ion had taken place.' Here again Dadabhai made it clear that 'he ia not 

discussing here the usefulness of internal trade whatever it is;I am only pointing 
out that any increase in the material income of the country by the mere trans* 
actions of the internal trade is a thing that does not exist and that whatever 
benefits and profits of trade there are from internal trade.are fully and complet¬ 
ely included in the ultimate resultofthe actual material production of the year*. 
Regarding foreign trade. Dadabhai quite agreed with Danvers that the foreign trade 
of a country added to its annual income or production. Rut the case with India was 
otherwise. 'The present system of British administration not only sweeps away to 
England the whole profits of the foreign trade but also drains away a portion of 
the annual production of the country. So that.instead of India making any addition 
from Its 'profits of foreign trade* to its yearly production, a deduction has to 
be made from .such production in estimating the actual quantity that ultimately 
remains for the use of the people of India*. Dadabhai even thought that, taking 
the aggregate wealth of the world, foreign trade even add.s nothing. It simply then 
becomes internal trade and is mere change of hands*. 

'Official salaries anil pensions are paid by the Government from revenue and this 
revenue is derived Srom the production of the country, and so from that same store 
ore all such salaries and pensions derived*, argued Dadabhai. For non-official 
salaries or pensions the phenomenon was just the same and hence he maintained, I 
pay my clerks or servants either from my profits of trade or the interest of 
government stock or from the rent of my house property, or from any of the sources 
which Mr Danvers may suggest, but one and all of these incomes ore drawn from the 
same store - the annual material production of the country. All salaries and 
pensions are thus fully and completely included in the estimate of the production . 
Such being the case in the normal circumstances, all salaries and pensions paid to 
Europeans in England and in India, Dadabhai said, were actually, first, a direct 
deprivation of the natural provision for similar classes of the people of the 
country, and, second, a drain from the property and capacity of the country at 


10. Da^labbai, >fa*wQr*a<Jca oa Hr D%avera papers of 2atb Jwa«, aad 4tb Jaaoary, 1H79 - laclwded 

ID PaJabbai, Torerty aad aaBntiab rale la ledia" - p. IHI. 
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As incomes Dddabhat h«f Irt O^ft aamc vie*. * The mere act 
0 {^con»»iltinjC professionaj ijcnlletBent (doctors and lawyers) d«es nor enable* me to 
reate money to pay them. In short every labourer • mentaj or physical - has his 

share for subaiatence through various channela from the only one fountain-head the 

annual material production of the country.There is no source outside the production 
(including »f>y addition to it f rotn^ j> ro f US of foreij^n trade) from which any 
individual derives his subsistence*.^* According to him the increase or decrease 
every year of the actual material income 'is, in fact, the teat of the ultimate 
and full result of all the above direct and indirect meana of the production of a 
country*. If (he material income of the year did not suffice for all the wants of 
the whole people for the year. Dadahhai held, the cxiating 'capital’ wealth of the 
country was drawn upon, and so far. the capital and the capacity for annual 
production were diminished. 


Both Mr Danver's criticism and Dadabhai's answer were not wholly free from fault. 
Vhile Dadabhai insisted on ignoring the fact that income consisted of utility and 
that services which had a utility value could not be left out of account in computing 
the national income,the official apologist was confusing the concept of individual 
with that of the national income, when he counted the income from governnent stock 
a^ an item of national income. Dadabhai was quite properly entitled to omit 
those items. But it was evident that Dadabhai could not distinguish between 
bulk and value. Dr V.K.R.V. Rao comments; 'Dr Dadabhai Naoroji's treatment of the 
incone from transport, domestic service, professions and public administration is 
clearly based on the old pKyaiocratic concept of the materiality of income. In 
fact, even today there are some economists who take up that point of view. While 
there is no doubt that calculation of the strictly material part of the national 
income of a country is useful for many purposes.it is admitted now by the majority 
of economists that income consists of utility and that material goods are items of 
•eilth only in so far as they furnish utility: therefore, services which contain 
utility would be quite as much income as material goods that contain utility'. 

Dr Rao adds that ’in omitting the value of services Dr Naoroji seriously impaired 
the utility of his estimate*. And his conclusion is that Naoroji's estimate of 
the per capita income was an underestimate of the real position and that 'the per 
capita income during the year would be more in the region of Rs 23-24 than in that 
of Rs 20 '. 


Dadabhai s estimate of the national income was roughly as accurate as it then could 
have been and the estimate given by Evelyn Baring (Lord Cromer) and Sir David 
ar Our in the year 1882. namely Rs 27 per head, more or less proved the accurac*y 
o is calculations. Despite the increase in agricultural and industrial output 
M rise in prices during the subsequent years. Lord Curzon s estimate in 1901 was 
only Ks 30 and it is no little tribute to his skill that his estimate of the per 
• income of Rs 20 stood the test of all subsequent research in that field. 


and Financial Administration ; 

resources of the country, the mschinery of 
diva K "'*f‘(«tration and the system of financial control in India during those 
Vftder th! r** * dearly understood to put the problem in its proper perspective. 

Counci! . • legislative measure after it had passed the 

There was a Viceroy could be vetoed in England. 

*nd fUehed • budget had been rejected by the Home Government 

to ser. Calcutta to be recast. 'The Indian Chancellor of the Exchequer 

(« Preotp* ! k*j ““*^f**** ^be local Government and the Home Government and he had 

(he ll.t . however, the Home Government 
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with his masters in England*.Trider the Crovn, the Auditor and the Accountant 
hod become one. 'Departmental rule has not proved strong enough to protect public 
interest of India against class interests,such as the army.trade and manufacturers 
and native prices. Poverful interests were more or less able to use it as an organ 
for t he i r des igns' . Dnder such a system, the financial administration of India 
could hardly be evpected to give satisfact ion. During these years, though India 
enjoyed unprecedented immunity from internal disturbances and external aggression, 
there were huge deficits necessitating enhanced taxation.The revenue had increased 
but the expenditure had grown in still gn ,icr proportion. Lord Mayo, the Viceroy, 
had to deplore the fact that from the year 1666 to 1870. the Government of India 
had been plunged in a chronic state of deficit. Lnder the inspiration of Dadabhai 
Naoroji and Naoroji Furdoonji, the Bombay branch of the Indian Association sent a 
petition to the Secretary of State demanding an enquiry into the Government's 
finances. As regards principles of design and execution, the problems were: (1) 
whether the burden of taxation was equally distributed over the shoulders of all 
classes of people and (2) whether the expenditure was not capable of being largely 
curtailed without impairing efficiency or strength of British rule. For a solution 
of these questions, it was necessary, Dadabhai said in a meeting, that a Committee 
should examine the principle and necesasity of each itemof receipt and expenditure. 
In dealing with land revenue, the principles on which the rates of assessment were 
based shouId be examined.Were the rates such as to encourage merease of cu1 1 ivat ion. 
to lead to increase in capital and thereby to increase in production and prosperity^ 
'Was the burden of taxation on the cultivator equitable, compared with the burden 
borne by other classes'* Because the richer interests could resort to agitation and 
make themselves heard, should the poor labourer and cultivator be squeeted mere 
than these vested interests'^ 

In his maiden speech in the House of Commons (Qth August, 16^2) supporting an 
amendment for a full and independent parliamentary enquiry into the conditions of 
India, Dadabhai laid bare the severe burden of taxation by a foreign Government. 
'Sir George Wingate, with his intimate acquaintance with the condition of the people 
of India, as the introducer of the Bombay Land Survey System, pointed out, with 
reference to the economic effects upon the condition of India, that taxes spent in 
the country from which they were raised were totally different in their effect from 
taxes raised in one country and spent in another- In the former case, the taxes 
collected from the population were again returned to the industrial classes; but 
the case was wholly different when taxes were not spent in the country from which 
they were raised as they constituted an absolute loss and extinction of the whole 
amount withdrawn from the taxed country*; and he said further that 'such was the 
nature of the tribute the British had s6 long exacted from India • and that with 
this explanation some faint conception might be formed of the cruel, crushing effect 
of the tribute upon India - that this tribute weighed in the scales of justice or 
viewed in the light of the British interests would be found to be at variance 
humanity, *1 th common sense and with the received maxim of economic science . 

In the some speech, Dadsbhai quoted other eminent British authorities on India to 
prove his thesis. 'Mr Fawcett quoted Lord Metcalf (Sth May, 1669) that the bane o 
the British Indian system was that the advantages were reaped by one class and the 
work was done by another.This havoc was going on increasing up to the present dsy. 
Lord Salisbury, in a minute (Bet. c. 3086-1 of 1881). pointed out that the injury 
was exaggerated in the case of India, where so much of the revenue was exported 
without a direct equivalent, that as India must be bled, the lancet should be 
directed to the parts where the blood was conjested or at least sufficient, not to 
the rural districts which were already feeble from the wantof blood. This bleeding 
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0 / Indii nu«i cease'. The Secretary of State for India in \iUUs , in a ! V 1 1 /• r of 
the India Office to the Treasury, .nai d. (Ret. c- 4fl68 of IR8A): ‘The position of 
Ipdia in relation to taxation end the source of public revenue 1 very peculiar, 
tiel nerely habits of the people ond their aversion to change «hich is 
sore specially exhibited to new forms of taxation but likewise from the character 
af the Government which is in the hands of foreigners who hold the principal 
idainistrative offices and form so large a part of the army. The impatience of the 
net taxation which will have to be borne wholly as a consei^uence of the foreign role 
leposed on the country and virtually to meet additions to charges arising outside 
the country would constitute a political danger, the real magnitude of which, it is 
lobe feared. \s not at all appreciated by persons who have no knowledge of, or 
concern in,the Government of India.but which those responsible for that Government 
have long regarded as the most serious order*. 


•Kilst instituting a comparison between the burden of taxation in India and that of 
England, Dadabhai exposed the official version in the strongest terms. ‘Indians 
were often told by men in authority that India was the lightest taxed country in 
the world. The United Kingdom paid £ 2*10 s per head fop the purposes of the State. 
They (Indians) paid only 5 s 6 d per head and therefore the conclusion was drawn 
that Indians were the most lightly taxed people on earth. Rut if these gentlemen 
would only take the trouble of looking a little deeper, they would see how the 
eatter stood. England patd £ 2-10 s per head from an income of something like £ 35 
head and their capacity therefore, to pay £ 2-10 s, «es sufficiently large. 
Then again, this £ 2-10 s returned to them - every farthing of it • in some form or 
another. The proportion they paid to the .atate in the shape of revenues was, 
iharefore, something like only 7 or 8 percent*. India paid 5 s fi d out of their 
wreuhed income of £ 2 or 20 rupees as he calculated or 2? rupees as calculated 
by Urd Cromer. The three rupees were far more burdensome compared with the wretched 
cspicuy of the people of Indie to bear the taxation than the £ 2-10 s whith Eng 1 and 
pud. At the rate of production of Rs 20 per heed. Indio paid 14 percent of her 
iaco« for purposes of revenge nearly twice as heavy as the incidence of the United 
K ngdom. Even at the rate of production of Rs 27 per head, the Indian burden was 

be Income Tax gave some £ 25.00.000; but in India with ten times the population 
\h exemption of only Rs 50 instead of £ ISO as 

"•lion thii r*' by the sane Engtishner., «as the same poor 

t® ihe end of ,K U* P‘>of country in the world and would be poor 

■'"»ly*inB the of fnre.gndominatvoncont.nued'.S" 

•The ehi.f . ‘"''f »'>«roc» of revenue in England ond India. Dadobhat commented, 

of the soil U"**.*''*’*’'*'‘''* •►'o«-"o»'""‘nlY obtained from the cultivators 

P»i<l from land^Iol" 9 ^*" (England) the landJords - the -ealthiesi people - 

^0 contribute .« ^ 2 or 3 percent of the revenues but in India land .as made 

^7.000,000, Then 27,nori,n(l0 of the total revenue or about Rs 

'ountry, provide,! b cruel revenue imposed in any civilised 

In^i* *hieh d * 86,000,000 and opium formed the bulk of the revenue of 

It matVered"" of the people and by poisoning the 

‘'y '"y Othel ntme^ the d^^* received -as called - tax. rent, revenue 

"■•‘•in annual national 1. d^"^ ’ **“! “‘"Pl* f“'t of the matter »as that out of a 
«l«o matter m.. ^ k P*^***"'^State took a certain portion. Now ,t would 
_PO'-tion taken by the State tf that portion, as ,n 
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this country (England), returned to the people themselves from »hom it was raised. 
Rut the misfortune and the evil was that much of this portion did not return to 
the people and that the whole system of revenue and the economic condition of the 
people became unnatural and oppressive with danger to the rulers*.^® The Secretary 
of State for India, speaking on the Indian budget, said in 1894, *No» as to the 
revenue. I think the figures are very instructive. Whereas in England the taxation 
is £ 2 11 s 8 d per head.in Scotland £ 2 8 s Id per head and in Ireland £ I 12 a. 
5 d per head.the Budget which I shall present tomorrow will show that the taxation 
per head in India is something like 2 $ h d or one•twentieth of taxation in the 
United Kingdom and one•thirteenth that of Ireland*. He had excluded the land 
revenue from this calculation which, Dadabhai held, was unfair. He said, 'the land 
revenue did not ram from heaven. It formed part and parcel of the annual wealth 
from which the state revenue is taken in a variety of different names • call it 
tax. rent, excise duty, stamp, income tax and so on. It simply means so much was 
taken from the annual production for the purposes of Government. The figures taken 
by the Right Hon*ble Gentleman for the English taxation are also the gross revenue 
and similarly must this Indian revenue be taken except railway and navigation 
revenue. That statement, if it means anything, means that the incidence of taxation 
in India was exceedingly Iight. compared with the incidence of taxation in England. 
It was the usual official fiction that the incidence of taxation in India was 
small as compared with that of this country.Rut when they considered the incidence 
of taxation they must consider not simply the amount paid in such taxation, but 
what It was compared with the capacity of the person who paid it.An elephant might 


with rose carry a great weight while a quarter ounce of grain or wheat might be 
sufficient to crush and ant. Taking the capacity of the two countries, the annual 
product or income of England was admitted to be something like £ 3S per head. If 
(here was a taxation of £ 2 10 s a.s compared with that it was easy to see that the 
incidence or heaviness was only about 7 percent of the annual wealth. If.on the 
other hand, they took the production of India at the high official estimate of 
Rs 2? per head - though he maintained that it was only Rs 20 • even then the 
percentage or incidence of taxation was about 10 or 11 percent, or at 20 rupees 
the incidence was nearly 14 percent i.e. nearly double what it was in England. To 
any. therefore, that India was lightly taxed was sltogcther a fiction. The fact 
was, that the pressure of taxation in India, according to its means of paying, 
was nearly double that of wealthy England, far more oppressive, as exacted 
from (>overty *U must be further realised what this disproportionate pressure 
upon a most prosperous and wealthy community like that of England and the m<»t 
wretched and poverty and famine stricken people of India means. To the one it 
IS a flee bite, to the other it is starvation and death of millions under her 
present unnatural treatment*.^* Mr Fawcett corroborated Dadabhai completely when 
he said in his paper 'Nineteenth Century* in October 1879, 'if a comparison is 
made between the financial resources of Engl^and and India, it would be found almost 
impossible to convey an adequate idea of the poverty of the latter country and 
consequently it is found that taxation in India has reached almost its extreme 
limits'. The upshot of the whole argument was that the capacity to hear the tax 
burden was not to be measured by the percentage of taxation but by the abundance 
or otherwise of the income to pay it from, 


Or. July 1. 1900. speaktnK »l ihr United Mell.odist Free Church (at the Indian 

famine relief f.ind meeting) Dadabhai brought out the great difference 
taxing the people and -hat he called bleeding the people. Said he. 'you in England 
pay .aomething like fifty ahillings or more of taxes per head per annum,We in India 
pay only three to four shillings per hesd per annum- From this you may conclude 
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that must be the moftX Jightly taxet) people \n the worl«|. That is not the 

ho*ever. Our hur<ien is nrdrl> «s hrovy ds yours. 1 he you pH> \n this 

eoiintry <(^Rgldn<JJ from the hsnJs of th** tax payers into the han<ls of the 
Government from ehieh they f 1 o» hock into the country d|*air» in various sliopes. 
fcrtiHsing trade and returning to the people themselves. There ts no diminution 
of your wealth; your taxes simply change hands. Whatever you give you must get 
back.Any deficit means so much loss of strength. Suppose you pay a hundred million 
pounds a year and the Government uses that money in such a way that part only 
returns to you. the other part going out of the country, tn that case, you are 
being bled, part of your life is going away. Suppose out of 100 million pounds 
only eighty million pounds return to you in the shape of salaries, commerce and 
manufactures, you *ill have lost twenty nillion pounds. Next year yog will be so 
much the weaker and so on each year. This is the difference between taxing the 

people and bleeding the people*-^^ No wonder that with such o destructive and 


unnutural system of the sdministrat ion and management of e»penditure, 'themassof 
the people, enjoy only a aeanty subsistence' (Lord Laarence in Iflft.l). Sir George 
l^ingate hit the nail right on the head »hen he said, 'But the rase is wholly 
different when the taxes are not spent in the country from which they are raised. 
They constitute an absolute loss and the extinction of the whole anouni .ithdrawti 
from the taxed country might as well be thrown into the sea. Such is the nature of 
the tribute we have so long exacted from India. From this explanation, some faint 
conception may be formed of the cruel, rrusliing effect of the tribute upon India’. ” 
Sir Louis Mallet ended his Minute of Jrd February. lft?S on the Indian land 
Hevenue with words which deserve attention. 'By a perpetual interference with the 
operscionsof Und which our own rule in India has set in motion and which I think 

habit of palliating symptom, instead of 
fwerrv^i d k *- leaving to those who come after, a task so 
f” th ■ for us may be impossible 
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rule and Ilritain has never contributed her fair share (except a small portion on few 
rare occasions such as the Afghan War) for all the jpreat benefits it has alvavs 
deiived from all such expenditure from the revenues of India', said Dadabhai.^ 
The Uelhy Commission was required to ascertain whether the present system of 
administration and management of expenditure in India secured sufficiency and 
efficiency of services at an economical and affordable cost. 


As far hack as 1(170, Mr Gladstone had admitted that India was ‘too much burdened' 
and in 1803, he said, ‘The expenditure of India and especially the military 
expenditure is alarming*.^® F.very war large or small that was carried on beyond 
the Indian frontiers of 1858, *as distinctly and mainly for Britain's Imperial and 
European purposes. In the House of Lords. Lord Beaconsfield emphasised the objects 
to be for British Imperial purposes.^^ Speak mg on the North-Western Frontier wars, 
Mr Fawcett said in Parliament, *ln India, there was a war for which the Indian 
people were not responsible • a war which grew out of our own policy and actions 
in Europe - and we are going to make the Indian people, who were not self-governed 
and were not represented, pay every six pence of the cosi*.^^ The upshot of the 
whole affair was that England contributed £ 5*800, 000 out of £ 21.OOO, 000 spent on 
this war when one would have naturally expected a 'far more solid and substantial* 
sum from rich England whose interest was double, both Imperial and European. Yet 
Dadabhai accepted these Frontier wars as far as they might be necessary and would 
be willingtopay a fair share according to India's means.With re Terence to al I wars 
outside the frontiers of India and in which India had no interest, Dadabhai 
maintained that Britain should honestly pay India fully for all the services of 
men and materials which she had taken away from India. The mutiny of 18$^ was 
one example. The causes of the Mutiny were the mistakes and mismanagement of 
Briti.sh authorities. 'But every single man sent out was paid for by India during 
the whole time, though only temporary use was made of them including the cost of 
their drilling and training as recruits until they were sent out*.^^ Again, 'The 
whole of the ordinary expenses in the Abyssinian expedition were paid by India', 
the argument u.^ed being that India would have to pay her troops in the ordinary 
way and she ought not to seek to make a profit out of it. Bs 12, 0$, 74, 590 were 
spent from April 1882 to March 1891 alone beyond 'the West and North-West Fron¬ 
tiers in India after the di.sastrous expenditure of £ 21,008^000 in the Third 
Afghan Wnr*.*'^ Dadabliai summarised the position quite correctly when he said, 
‘The whole army is an integral part of the British army, India being considered 
and treated as a fine training ground for ifir British army, at any expense, for 
'our boy.s' and as a point of protection for British Imperial and European position 
leaving Indian.s the helotry or the proud privilege of paying for every thing to 
the la.xi farthing without having the slightest voice in ll«e matter’. The above 
statement was more or less corroborated by the following pronouncements of British 
authorities which Dadabhai quoted in hia Presidential Address of the Twenty Second 
Congress which was held at Calcutta in 1906. The Government of India in its 
despatcfi of 25lh March, 1890 says. 'Millions of money have been spent on increasing 
tlie army in India, on armaments and on the fortifications to provide for the 
security of ln<lia. not against domestic enemies or to prevent the invasions of 


35. R.P. Ma.saiii, Dadwbhwi </Taod Old Mwb of Sadia - p. 37fl. 

3C. H^osAtd, afHf>-l«flR, Tol. 14,- p. 

37. HwDsard, 25-a-lflHn, vol. STrf) - p. lOfVl. 

OR. Ouoted by Padahhwi - n»d»bh»i'w Speeches and hVitiags - p. 3-17. 

30. Lord Northbrook, House of Lords, I&-5-IH03, Debates, vol. Ill - f. H74.quoted by Dsdsbhsi 

10. Perl. Ket. ftl of 1«95. 

11. Dadabbai, Dxdxbhal’s Speeches wad Writ lags, Ksteswo 4 Co - p. 333. 



20 


the »arltk^ paopl^a of adjoining couiiirip.H hui to mdintain iKr* s ••{ r}i** 

Hriti.^h po«f<?p in iho It mntiniiPA. *It aonltt l>o pimcIi ripar^ r t S** tfiith t f» 

af iffl that th« ImporiuJ Govprnmrnt ko^ps m Indio and upon t)u* r'^wnu*-'* 

of tfiat country as large a portion of its army ns it tKif.k> ran poss th i> l.‘- r'-jiMroil 
to naintain its dominion there, that it liahitually treats that pr»rti<»n of 11 arm> 
as a reserve force av^iUhle for Imfxeria) purposes.'t fiat it has un i fr^rm.i I 1 \ di-t.ufied 
Kuropean regiments from the garrison of India to iVtke paft m Jmpenal *ars *f,i«n 
It has been found necessary or convenient to do so. and more than this tliai it has 
drawn not lejs freely upon the native army of India towanls thi nainlenano^ of 
which It contributes nothing to aid it in contests outMde India with wfncji the 
India Government ha^i had little or no concern'.-^^ Megarding tf,.- Na>y. Hadabl.a, 
argued ‘Apart from a fair share for the vessels stationed in India, wfiy should 
rngland ask IndiH to defray any other portion of the cost of tl,e Navv’ The vpr\ 
sense of justice had probshly prevented any such demand being made. Th^ fam^^ cam 
and glory of the N,vy <,11 Englan.!-. o.n.Therr .os no, , s.nglr In.I.an ..nplov.-.l 

in the \<.yy.Il .a. said tliat tlie Navy .as necessary to protect ll,.r Iftd tan. r nmric re- 

ItV “l o-- !"'<>« -iHcl. Ulongnci to India, Tl.. 

.hole of the shipping .as nrit.sl, and not only that, but the .i.d. , 0 .^,, 

or'lndis” risk of British a.on.v. There .as not an o.in.e " yp„rte.l 

.Iv .hen . A r^f'Msh money did not lie through Indian narls. In ,l,e a.w 

.ay .hen goods .ere exported from tngland, Brit.si. money „pon < I.em Tl,.- .J,oT.. 
floating, shipping and goods .ere first British risk Lastly Here , r 

every burden on India'.The public debt of ^xpend 11 ure m putting 

incurred during the ten years (IflAit iaqsi '* the pul.l.c snrici 

interest to be%ai^d 7n lldL Jfe . Jee ‘V * of .l.ich . ... 

••a £ 2C,son,000, Tilts formed nart of .K r" lli" l-ii %e.,rs 

debt incurred during the ten years foried‘'orr“ f'’^ *■ »li« 

b-lance of £ 24,750.000. On pJuic dA/ ' « 

ih« last balance of unaccounted utl of BsVninr^nVt", J»J«fted from 

per rupee -ould give about Us n OOO 000 . i. ; x ^ 24.750,000 | , j 

«ill leave ^b-.naccounred 1 ofs' or 121. .., 0 . oon .. 

effect on India of the despotic administration n, i ' “* ■•cononu 

the British rule -as cone, r n-d , the -Ulr !mZt “f ‘- und.-r 

the .retched resources of India lla<labhai- l-i.OOO.nnn .as a .Jf.,,,, 

"»de to India formed part of the .moorts AI '»* 'hat all if,,. 

^ .hich .a.s equal to Ue total included in llu,i 

h' ndded.-not only make profits th vh " . cap.iahst,. 

for all public fleht (po! u ica 1 an i i contmversy 

he country itself and fts n.'t.,,,-,, ono from H , V f-roJ-ce of 

nsurance and other charge, a ter shio ' , of'rade'. 40 Furt h.-r. fre ,01.^ 
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As for tho loans made to India for public motks. Dadabhai held that if they were 
left to themselves to enjoy what they produced with reasonable price for British 
rule, they eould not require any such loans with interest to be paid on them which 
added to the drain on the country. ‘These loans were only a fraction of what was 
taken away from the country. India had lost thousands of millions in principal and 
was asked to be thankful for the loan of a couple of a hundred millions. The bulk 
of the Rriti.sh Indian subjects were hewers of wood and drawers of water to the 
British and foreign capitalists*.^’ 'By the act of 1881. Sect. (19). without the 
permission of the Governor•Genera I. no member can introduce any measure (which 
virtually amounts to exclusion) about matters affecting the public debt or public 
revenues or for imposing any charge on such revenue or the discipline and maintenance 
of any part of Her Majesty's military or naval forces. This means that as fsr as 
the spending of our money is concerned the Legislative Council is simply as if it 
did not exist at all*.^® By this Act of 1892, section S2, no member had the power 
to submit or propose any resolution or divide the Council in respect of any such 
financial discussion. Such was the severity of legal limitations on the Council. 
According to the same Act. see. 22. the Secretary of State for India could by an 
Act of Parliament raise any money in the United Kingdom for the Government of India 
and thus could pile up any amount of burden on the Indian taxpayer, without his 
having a word to say upon it. Dadabhai clearly understood the exact nature of the 
relationship between India and the foreign administration when he said, *The 

question of all questions is the poverty of India. This poverty we attribute 

to the system and not to the officials who administer that system.The system being 
unnatural, were the officials the very angels themselves or as many Gladstonea, 
they cannot prevent the evils of the system and cannot do much good'.**^ 

9. The Socio-Economic Results of Foreign Civil Services : 

DsHabhai's main thesia was that the same disastrous drain which was responsible 
for the material exhaustion of India was responsible for the morsl loss to her of 
the experience and wisdom acquired by the members of the services in the execution 
of their duties. In his Address in reply to the speech from the Throne in the 
Mouse of Commons (February 12. 1695) Dadabhai raised this question emphatically. 
Me .said. 'India has to pay for Furopean services in both countries two hundred 
mi 11 1 ons of rupees nnnuaIly.Hundreds and thousands of mi 11 1 ons of money arc consumed 
and earned away in that way and it place.s a monopoly of evri>thinc in the Britist 
capital. Wr cannot compete with it and the result is that you have not only the 
benefit of the officials receiving that money but under their patronage, of 
providing British traders, merchants, farmers, .shipowners, planters, capitalists 
and others. You have naiur a 11 y a monopol y of all that has to be done and the profits 
are all the profits of the Brilish;we work for the British and for British profits 
and the Indiana are in a way worse off than the Southern slaves, for the reason 
that those slaves were taken care of and housed and fed by their masters. Further, 
they did not work on their own property, but the Indians do work on their progerty 
and ,ive the profits of their work to the capitalists of F.uropcan countries . It 
was then generally thought by the F.nglish people that when Indians struggled for 
admission into the services, it was simp Iy to gratify the aspirations of the educated 
few. In all his papers on the poverty of India and hia correspondence with the 
Secretary of State for Indio. Dadabhai showed that the sole cause of this extreme 

poverty and wretchedneas of the mass of the people was the employment of foreign agency 

in the government of the country and the consequent material loss to and dram from 
the country. ‘The fact is that the employment of a native is not only economy, but 
complete gain to the whole extent of his salary, ^hen a Kiiropean is employed, he 
displaces a native whom nature intended to fill the place.The native coming in his 
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f»Uce is n»turol. Every pie he eats is therefore a gain to the country and every 

pie he saves is so much saved to the country for the use of all its children. 

Every pi« a foreigner is a complete wateriftl loss to the country. Every pie 

paid to a native is a corplete materia) saving to the country. In fact, it is the 

ahole question of the poverty or prosperity of the country*,^' 

'Hundreds of millions of rupec.s teere drawn from and ^aken out of the country for 
the payment of European officials of all kinds •itliout any material equivalent 
being received for it. Capital «a$ thus withdrawn and the natives prevented from 
accumulating it. and under the existing system a large part of the resources and 
industries of the country was thrnvn into the hands ofRr 111 sh and other capitalists. 
Out of about 7fl0,0fl0,000 rupees raised annually from the annual production of the 
country,nearly 200,000,(100 rupees were appropriated in pay,pensions and allowances 
to Europeans in England and in India.This compulsorily obtained bene fit to Britain, 
crippled resources of Rritish Indians, who cogld never make any capital and most 
drag on a poveriy-stricken life. Hundreds and thousands of millions of wealth 
passed in principal and interest thereon from India to Britain. Thousands of 
Europeans found a career and livelihood in India to the exclusion of the children 
of the soil, who thus lost both their bread and their brains. Not only that this 
crippled condition naturclly thren nearly all the requirements of India more or 
less into British hands »hieh, under the patronage and protection of the British 
officials, monopoUsed nearly everything. British India belonged. next to 

anTshii*o nriiish professionals, traders, capitalists, planters 

and ahip-o-ners.raiUay holders and so on,the Lulh of Indians having only to serve 
for poor income or .ages that they earned. Indians may die off by millions from 
.ant and it ..s nobody's concern'.« l„ the same speed he added ''If uTasIo: 
India -"aini.ining British role there should he no need to dram 

nJ KV. t T"'’*’ framed by the c rush mg European se rv, ces ' 

«ven as far back as 1787 'rK.? m 
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misfortune at the bottom which made the people of British India the poorest in 
the world was the pressure to pay, roughly speaking. 200,000^000 rupees annually 
for European foreign servents. Dadabhai maintained that this was destructive to 
India and suicidal to the British. He summarised the position thus: ‘Europeans 
occupy almost all higher places in every department of Government directly or 
indirectly under its control, labile in India.they acquire India's money,experience 
and wisdom; and when they go, they carry both away with them leaving India so 
much poorer in material and moral wealth. Thus India is left without and cannot 


have those elders in wisdom and experience «Ko in every country are the natural 
guides of the rising generations in their national and social conduct and of the 

destinies of their country, and a sad. sad loss this is'. There may be very 

few social institutions started by Europeans in which natives, however fit and 
desirous to join, are not deliberately and insultingly excluded. The Europeans are 
and make themselves strsngers in every way*.^® In a prophetic strain he warned, 

* He who runs may see that if the present material and moral destruction of India 
continues, a great convulsion must inevitably arise by which either India will be 
more and more crushed under the iron heel of despotism and destruction or may 
succeed in shattering the destroying hand and power'.He was all for * Swadeshi' 
in conditions of India, though by belief he was a free trader. Said he. *1 am a 
free trader. 1 am a member and in the Executive Committee of the Gobden Club for 
20 years and yet I say that ‘Swadeshi* is a forced necessity for India in its 
unnatural economic muddle. As long as the economic condition remains unnatural and 
impoverishing and the necessity of supplying every year some Rs 200.000.000 for 
the salary, pensions, etc. of the children of a foreign country at the expense and 
the impoverishment of the children of India, to talk of applying economic law to 
the condition of India is adding insult to injury*.Comparing the effects of 
British rule with other foreign conquests before. Dadabhai remarked, 'It is a 
strange condemnation that after half a century or more of such effort they have not 
yet prepared a sufficient nuraberofmen fit for the services of their own country... 
we are made B.A. *s and M.A. 's and M.D.'s, with the strange result that we are not 
yet considered fit to teach our country men. In the case of former conquests the 
invaders either retired with their plunder and booty or became the rulers of the 
country. When they only plundered and went back, they made no doubt great wounds; 


but India with her industry revived and healed the wounds.When the invaders became 
the rulers of the country, they settled down in it, and whatever was the condition 
of their rule, according to the character of the Sovereign of the day, there was 
no material or moral dram cn the country. Whatever the country produced 
in the country;whatever wisdom and experience was acquired in her services 
her own people. With the English the. cs.se is pecular- These arc 


at least 
remained 
remained 
first wounds 
perpetually 


among 


of the first war in 
open and widening 


the 

the burden of the public debt and those wounds are 
by draining away the life-blood in a continuous 
like butchers hacking here and there.but the English 

and yet lo there is no wound 
civiIisation.progress and what 
sentinel at the front door of 

all 


stream.The former rulers were 

with their scientific scalpel,cut to the very heart 
to be seen and soon the plaster of the high talk of 
not covers up the wounds* The English rulers stand 

India challenging the whole world that they do and shall protect India against 
comers and themselves carry away by back door the very treasuresthey stand sentinel 
to protect*.®® Comment is hardly necessary- Even Karl 
found It impossible 

implicit in the loreisn rule in 


was 


Marx or Lenin would have 
to improve upon this characterisation of the exploitation that 
foreign rule in India. 


10. Koreiifn Trade. 

The industrial revolution in Europe and the acquisition of colonial markets in 
the East expanded the foreign trade of Western Europe- It was inevitable that 
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eerch^nts, sC8t^sn)«*n and even philosophers in the affected countries sfjoiihl r itrn 
their attention to the behaviour of ] ebour. comoodi t les and market s. sSice \diri 
had adflti nistered the *Coup de jrace" to mere ant t ) i sa. there »ds a < on 

neglect of money and prices. The evolution of what aas hencefririf» knc>v»n the 

classical theory of international trade <of Mill. Marshall and later s^etns 

to have influenced Dadabhai's ana lyai s of t rade betueen England and India. Fv i<jent Iv 
he believed, like Kisiaaster, that 111 labour and all other productive factors »ire 
oobile within a country and immobile among nations: f2) domest ic pr i r e re I ai i oii^h i ps 
are based on the cost of labour embod ied i n each unit. and <1) the balance of payments 
consists only of trade items. The last and most important one Dad.sbh .1 i ' s 

thesis regarding the destructive nature of the trade betaeen the (olonv and 

inpenal country. 


It was a usual practice those days to quote figures by interested parties to prove 
vhat they called 'increase of trade*, ^balance of trade in favour of India’, 
’increase of industry* .*boarding of treasure in Rriiish Ind 1 a'.Hadabhai criticised 
such people in severe terms . ‘These peop le «i ih b 1 as and pre j udices and f^reposses s i nns 
and apparently having not very clear ideasofthe principles, processes and details 
of commercial and banking operations and transactions and of the perturbations of 
•hat Sir John Shore called, 'evils of a distent foreign domination', are not able 
to understand and read aright these facts and figures 0 f the cotwercial end economic 
coAditiens of British India*. 


In a memorandum submitted to the Welby Commission l^th January Oadabhai ana¬ 

lysed India's trade with England and brought out clearly the fallacy contained in 
the official version. In the official estimate, totals were taken of both imports 
and exports together and any increase in these totals was pointed out as proof of 
flourishing trade and increasing benefit. In reality it was no such thing but quite 
the reverse altogether. Dadabhai explained the po.sition thus- Suppose a merchant 
sends out goods to a foreign country which have cost him £ 1,000. He nsturalK 
expects to get back i 1,000 and some profit, say IS i.e. he expects to receive 
•ck L IjlSO. This will beallnghl, and suppose he sends out more, say f OOO 
worth the next year and gets bach his 2,^00. then it is really an increasing and 
profitable trade. But suppose a merchant sent out goods worth £ 1.000 and gets 
•ck £ 800 instead of £ MSO or anything above £ 1 , 000 . arid again the second year 
he sent goods worth £ T.OOO and got back £ 1.600. To say such trade is • flourish- 
*ng or profitable trade is simply absurd. To say that because the total of the ex- 
‘mporta of the first year was £ 1.600 and the total of the exports and 

^ therefore, it was a cause for re- 

r 3nri reeUty it is simply a straight -ay to bankruptcy wuh a loss of 

.0 on Lk (U.ving .Une profits) and 

•itK soornrof coftditton of Rrittsh Indv.. Instead of getting back .ts exports 
great exports themselves but a 

'TikinarK V »hat the amount is <c.p, 036. 16^8.P 277) 

1892.3 . o* the total net exports for 

R» 5,68B.OO^’^Vo 1 “^** '’■Pofts for the same period are 

Th.. r «'.'UU. taking 10 percent profits thereon, will be Ra 9ftft flfifi non 

Then, thrsV-cTueV ■io^^^•T''''h'"* 1.883:400:000; 

■“t exports «os, L ^ Tf included in imborts, the 

••y. f " ^.y-.OOO. ic. 9036. 1898. P 130). or 

‘^•t the lota^l net Loorls ( ^ }' ** 118.508.000. So 

«* 1-883. 480.000 Plus n. no T" o'*" P«-«fits .ill be 

2 . 000.000.000 DurinetK^f* I* 1.‘>93.900.000 or about roundly 

'‘•900.800.000. No. " cfll this^'-rt'’ ”8^ P*- w.U be about 

_ ® • balance of trade in favour of India* is the 
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grossest abuse of language. It is neither any ‘trade^ nor 'balance of trade*. It 
IS simply and solely the remittances of the official bleeding and the exploitation 
of the non-official capitalists.Not a pie of this tremendous amount Rs 400,000,000 
a year will India ever see back as its own ehile in true balance of trade'the 
•hole of this amount should go back to India as ita osm*.®® ‘Why then, it nay be 
asked, does India not go into bankruptcy as any merchant would inevitably go? And 
the reason is very simple. The ordinary merchant has no power to put his hand in 
other person's pockets and make up his losses.But the despotic Government of India 
on the one hand goes on inflicting on India unceasing losses and drain by its un- 
naturel administration and management of expenditure and on the other hand, has 
the power of putting its hands unhindered into the pockets of the poor taxpayer 
and make its account square*.®^ tn thia connection. Dadabhai compared the results 
of the administration of expenditure in India with those of the other parts of the 
British Empire. 


Tan yaars ( Ie83*>l8$2) 


Count rles 

Imports includ¬ 
ing gold and 
silver 

Exports includ- 
ing gold and 
silver 

Excess of 
imports over 
exports 

% of 
trade 
profits 


C 

£ 

£ 


U-K. 

(Par. Ret. 

C. 7. 143) 

4,247,954,247 

3.203,603,264 

1.044.351,001 

32 

Auat ra1ia 

North American 

643.462,379 

562,264,839 

61,197.540 

10 . 

Colonies 

254.963.473 

205.063,294 

49,900. 179 

24.4 

Straits Set¬ 





tlements 
(Par. Ret. C- 
7144 of 1893) 

204,613,643 

181,761,667 

22,631,976 

12.5 


* 'Australia is a large gold and silver exporting country. Profits on this are 
very small percentages. The profits on other produce or merchsndise will be larger 
than 10.S percent and it should also be borne in mind that Australia like India 
IS A borrowing country and a portion of its exports,like that of India, goes for 
the payment on foreign loans. Still it not only pays all that interest from the 
profits of trade but secures for itself also a balance of 10.5 percent profits 
while Indis must not only lose all its profits of trade but also Ra 170»000,000 of 
its own produce. Were India not bleeding politically it would also be in a similar 
condition of paying for its loans and securing something for itself out of the 
trade profita* - 
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Dadftbhai then calculated the particulars of the trade of India and the loss of the 
people of British India as folloas: 


India's total exports 
including treasure. 


Tan 

years (1883-1882) Ret. 

CC 7193) 1893 



Rs 

944,279,318 





Rs 

188,855,863 

Add: as in other countries. 20 % 
excess of imports on profits U^K. 

IS 32 n) 

Rs 

1,133,135,181 

or the 
But 

amount which the imports 

should be. 

Rs 

744.099,510 

only are the actual imports. 



Rs 

359.035,671 

is the 

loss of India for which 

it 

has not 


received back a single farthing either in 


merchandise or treasure. 


*Now the question is ahat has become of this Rs 3S0 millions. This amount includes 
the payment of interest on railway and other public works loans. Owing to our 
iaporerishment. our utter helplessness, subjection to s despotism without any 
voice in the administration of our expenditure, our inability to make any capital, 
and therefore, forced to submit to be exploited by foreign capital every farthing 
of the above amount is a loss and a drain to British India. We have no choice: the 
whole position is compulsory on In connection with this trade test, 
Dadibhai remarked, 'Taking India's profits to be only 10 % instead of 32 %. like 
these of the United Kingdom and after making all deductions for remittances for 
interest on public works losns. India has received back Rs 170^00.000 worth of 
imparts less than what she exported annually. On the average of 10 years (1683- 
1892) their exports every year with compound interest would amount to enormous sums 
lost by her. Could sny country in the world, England not excepted,stand such drain 
without destruction?*.^ 


Begirding the opium trade which Dadabhai condemned in severe terms, the position 
•as peculiar. Even by sentiment Dadabhai was opposed to the opium trade. That wns 
shown by the fact that when he joined a mercantile firm in 188S one of his condit- 
Oft* was that the firm should have nothing -haiever to do with opium, hhile in 
ngiand and all its preparations were treated as poison: at the other end of 

• hnstian and highly civilised England was forcing a'heathen* and 
barbarous power to take this poison. ‘Why*, asked Dadabhai. ‘because India cannot 
U k/k L drain; so China must be dragged in to make up even though 

' ^ It is wonderful how England reconciles this to her 

k'* »» • on England's head and a curse on India for 

of k//-* being the instrument.This may sound strange as coming from any native 

from generally represented as if that it was India that benefited 

Series “T. , “'"‘r “P drain. Ind.I 

from her .erv benefit.All Indt.'s profits of trade and several millions 

ebese all produce (scanty ss it is and becoming more and more so) and -ith 

»b»re, the cars'e of Tk Tk"" *«"« •«> of the dram to England. Only India 

•ndia'a Bii**f.i- Chinese race. Had this cursed opium trade not existed, 

have surface and relief and redress 

India\66 this trade has prolonged the agonies of 
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In concUsion, Dadabhai argued that if a natural system was allowed to prevail 
both India and the United Kingdom, aided by perfect free trade, would produce 
results equally beneficial to both. Such a future he visualised because 'here is 
an inexhaustible market of 221.000,0fl0 of their own civilised cititcns'with sor.e 
66 ,000,000 more of the people of the native states and what a great trade would 

arise with such an enormous market and the United Kingdom would not for a long 

time hear anything about her unemployed'. If India was prosperous, he argued. 
Rngland would be prosperous ten times more than she was at present by reason of 
the trade she could carry on with India Ihs argument was, 'England at present 
exported some £ 3011,000,000 worth of British produce, yet to India she hardly 

exported produce to the value of 2 » ^ d per head. It India were prosperous enough 

to buy even £ 1 worth per head of English goods she would be able to send to India 
as much as she now sent to the whole world.Dadabhai saw through the class 
character of British Indian trade when he said.'It is only some people of the U.K. 
of the higher classes that at present draw all the benefit from India. The great 
mass of iKe people do not derive that benefit from the connection with India which 
they ought to get with benefit to both countries*.®^ To prove his thesis,he quoted 
Macaulay as saying. 'To trade with civilised man is infinitely more profitable 
than to govern savages, that would indeed be a dott i ng w i sdom which in order that 
India might remain a dependency, would make it a useless and costly dependency 
which would keep a hundred millions (now nearly 22),I>00 000) uf men from being our 
customers in order that they might contine to be our slaves' In any case, 
Dadabhai was quite sure that ‘as long as the economic condition remains unnatural 
and impoverishing the talk of applying economic laws to the condition of India is 
adding insult to injury'. 


11. The 'Dram Theory’* 

Througli a scientific analysis of the burden of taxation, foreign trade and also 
the economics of the foreign Civil Service in Indih.Dadabhai introduced his theory 
of foreign exploitation which has hence forth come to be known as the famous 
'Drain theory' 'Whatever revenue is raised by other countries, for instance, the 
£ fino,non by England, the whole of it returns back to the people and remains in 
the country, and therefore the national capital, upon which the production of the 
country depends, dues not suffer diminution while, on account of India being 
subject to a foreign rule, out of £ 50,000,000 of revenue raised every year, some 
£ 20^000,000 or more are earned away to England and the national capital • or in 
ot)\er words its capability of production • is continually diminished year after 
year'.^^ 'The best test of this dram is (1) that portion of produce exported out 
of Bnti.sh India for which nothing whatever has returned to her in any shape 
either of merchandise or treasure. (2) The profits of her whole exports which she 
never got. (3) That portion of the exports which belonged to the native states and 
which the native states got back with their due profits are included in the 
total imports and are, therefore. not included in the 'net exports'. For 
number (1) Dadabhai had the following authoritative figures for 4S years (184^-50 
to lfi^4-9S: Statistical Abstract of British India: No 30. 1895, V 290). 'This 
table show.s . said Dadabhai, 'That British India sent out or exported her produce 
to the extent of £ 526,740,000 for which she has not received back a single 
farthing's worth of any kind nf material return. Besides the loss or drain of 
actual produce, there is (No 2) the further dram of the profits on an export of 
£ 2, 851.000.000 which taken only at 10 f. will be another £ 285.000,000 - which 
British India has not received • subject to the deduction of portion of (No 3). 
vis., the profits of the native states. To this has to added the profits which 
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Indian foreigners lie. thr capitalists of native states! nako in British InHi . 
jt>d carry a*ay to their own states, freight and marine instirsnce premiums have to 
Jip talien into account for, whether for oMpopis from or inports into India, the^e 

itefii 5 <>re always paid in England. In ordinary c i rcumst ance.*< one may not complain 

if a foreigner came and made Ins profits on a fair and ei{ua) footinj?. The un¬ 

righteous and dispotic system of government prevents RritisU IndiA from enjoying 
its o*n produce or resources and renders it capital-less and helpless, Then 
foreign capital i-sts come in and complete the disaster. The enorr^ous resources of 
ladis are all at the disposal and command of these foreigners’, 'It must he 
borne in mind*, Dadabhai proceeded, ’that all the loons made to India form a part 
of the imports and are already paid for and included in that portion of the ex¬ 
ports ehich is equal to the total imports, the 'net exports* m the table being 
aft<« r allowing for a I 1 imports including loans. Oihersise, if tliese loans were 
deduced from the imports, the *net exports' will he so much larger, Not only do 
the foreign capitalists exploit and make profits with their own capital, hut they 
driw even their capital from the taxation of the poor people themse) ves * . Thi.s 
fact was coroborated by the words of $ir James HVstland. reported in the l.ondnn 
Tines of Idth December 18'>6, as follows 'Sir James then explained how clo.sely 
connected the Money Market of Indio was with the Government balances, almost ail 

the available capital employed in commerce practically being in (hnse i>alances. 

A crore and a half which under normal conditions would have been in Headquarters 


in Calcutta or Bombay had been placed at the disposal of the mercantile cotnnumty 
for trading purposes', The poor Indian tax-payers must not only find money for 
an unrighteous system of government expenditure but must also supply capital to 
exploit their own resources, Declared Dadabhai. ‘From England’s own grasp there is 
no security of property at all and as a consequence no security for life, ^hat is 
secure and eell secure is England and does so with perfect security lo carry away 
frocf India and to eat up in India her property at the present rate of some 
i 30,000,000 or £ 40 . 000,000 a year. The reality, therefore.is that the policy of 
English rule, as it is, is an everlasting, unceasing everyday increasing foreign 
invasion, utterly though gradually destroying the country’-'^ In a public speech 
on ‘The Cause and Cure of Famine’ at Freechurch,Croydon ( 31 • 4-1*)!)! i, Dadabhai dr^-w 
the attention of the audience to a review by Mr Montgomery Martin of a sursev of 
t e country from 1807 to 1BI6, It is interesting to note what he says in this review. 
It is impossible to avoid remarking two facts as peculiarly striking, first, the 
fic ness of the country surveyed and second, the poverty of its inhabitants’. And 
< continues, 'The annual drain of three millions on British India Has amounted in 
percent (the usual Indian rate) compound interest to the enormous 
sum 0 7.3 millions. So constant and accumulating a drain even in England would 

»oon impoverish her. How severe then must be its effect on India where the wages 
tKt*H pence to three pence a day'.'^ It must be noted that 

onl •hich at the beginning of the nineteenth century when Mr Mart in wrote was 

c#wfc ^ "111 lions, amounted to 30 millions a year towards the end of the same 

""^y he added the cost of the India Office bui Iding of about half a 
Engineering College of i Ild.riOO and of such other buildings 
year w! ^ndia. The India Office establishment of about £ 2.300.000 a 

•Kich * * '"posed on India, 'Even an ocean if it lost some water every day 
•caltKvVr*^! would be dried up in lime. Under similar conditions. 

V gland even would be soon reduced to poverty', commented Dadabhai. 


taasca of Discoateat", OBbaitteO to Velby Cenoissioa, 3Ut Jaaaary, 1897. 


» la bia weaeraoSQa oa "The Caesee of Diwcoateat" suboitted to the Velbj ComaissioD, 


J&aaary, l$q7. 

Oadabbax la bia ■esoraodoa oa *Tbe Caoaea of Diacoatent" oubaitted to tbe V«lbT 
'••iea, 3ut j*6iiary, lafly. ' 


76. Aa 


aa qaoted by R.P. Maaaei. ia bia -Dadabbai 0.>4a4 Old Kao of ladia- - p. 309. 
9 «d by Dadabhai, "Dadabhai 'a .^yeccbca aod w>itio|{aH - p, 239. 
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To sum up. the inevitable consequence of a foreign rule everywhere was persistent 
transfer of wealth from the country of the people to that of their rulers. In the 
case of India. the extravagance of the authorities and the widespread utilisation 
of a foreign and costly Civil Service to the exclusion of the natives intensified 
the drain. A very large portion of her revenue was carried away annual ly to Engl and 
depleting the national capital. This huge *Drain'. as Dadabhai named it. had the 
effect of inflicting upon India the triple evil of depriving the people of wealth, 
work and wisdom and making them, in the ultimate result, 'extremely poor* and 
'unemployed* (the i r services. which are their property, being plundered from them). 


12. Estimate. 


Dadabhai Naoroji's carreer «aa not very different from that of the English 
classical economists. He was a social philosopher as the clasaical economists were. 
He was fully engaged in politics and had a considerable infIuence on the 'national' 
policy and his theories and their interpretation carried the mark of the political 
struggle in which they were conceived. As it was a comparatively settled period in 
Indian history, economic relations and political and legal institutions were gene¬ 
rally taken for granted;but as Indian national resistance was brewing, the whole 
basis of the foreign administrative organisation was challenged and to that extent 
the connection between economic relations and ideas was clearly revealed. 

If we were to summarise the distinguishing characteristics of the economic analy¬ 
sis contained in Dadabhai's writings,we should Have to put first the insight which 
It revealed into the economic mechanism of his own time. Withextreme vigour his 
analysis tried to lay bare the principles which underlay the working of the impe¬ 
rialist system and the foreign rule.together with the historical development which 
produced it. He showed to subsequent Indian economists the need for a unified 
principle of explanation of economic phenomena contained in the foreign rule. He 
gave 0 complete picture of the economic process which contained the essence of 
reality. Even though parts of the picture had to be redrawn by later economists 
like Danade and Gokhsle, the pattern remained. 


It seems that Dadabhai's chief contribution to economic ideas which grew in India 
at this time was his neatly rounded and bold notion that it was material product¬ 
ion and material production alone which in the end determined wealth and value. 
'The whole foundation of all administration, financial and general, and of the ac¬ 
tual condition of the people', he declared, 'rests upon this one fact - the pro-^ 
duce of the country, the ultimate result of all capital, labour and land*. 
According to him, weaJth primarily consisted of the aggregate of the goods annual¬ 
ly produced. This was a purely mechanical, quasi•anthmeticaI concept which paid 
no heed to the organic composition of wealth. Dadabhai reckoned as wealth nothing 
but material goods, nothing but concrete objects, although services, capacities, 
forms of organisation and ment a I achievements came within the tame category. 


Comparing Dadabhai's views with Quesnay's or with that of the classical school, we 
derive s picture of the structure of economic life very different from that given 
in thf 'Tableau economique' and the claasieal -ritings. If the easential feature 
of the 'Tableau' vaa ita demonstration of an economic cireulat ion and its insis¬ 
tence upon the interconnection of economic processes, the Cl assicsi school 
essentially concerned -ith the la.s of the formation of value and those of the 
turn-over of commoditie. in the market -hich formed the core of economic theory oJ 
the time. Dadabhai .enl further than his Western masters and attempted to under¬ 
stand all economic processes from the most important feature- actual achievements^ 
For him economic life consisted of the actual achievements of the means '‘•*‘1 
attain certain enda. Dadabhai ignored utility, u.e value and no rovll 

rial production and forces of production. He declared, j 

(even rail.ay) road to material .eallh. It must be produced from the "■ter’** 
the earth till the great discovery is made of converting motion into matter • 


7C. Dxilxbh^i, "PoT«rty wad uBritiab rule is ladla" - p. 4. 
77. Dadabhai, '’Poverty apd uaBritiab foU io ladia" - p. 181 




If> its forn, his concept of fnac«risl produttion an agri<u 1 1 ura 1 
e«taunity. self-suffici«nl. and having only « nidimfntary system of exchange, In 
this setting it eas natural to look upon production as the mam source of wealth. 
This explsit)^^ also Dadabhai's concept of value and \t was the starting point of 
hia analysis. Thus he tried to show that behind the *ei] of money and complex re> 
iations of trade and industry, the essentia] nature of economic life remained the 
sine; that it consisted in the physical process m which commodities were annually 
produced and consumed. From this he derived his basic criterion of economic poli¬ 
cy, As he says, ’This production during the year will hav# to meet all the wants 
of the next year If this production proves than what would be wanted for the 
next year, then there would he a deficiency and either the original wealth or ca¬ 
pital of the country will have to be drawn upon or the people will be so much less 
supplied with their wants in some shape or other, in either way showing a diminu¬ 
tion of prosperity both as properly and capacity. If. on the other hand, the whole 
•aterial production of the year prove more than whai would be necessary for the 
next year for all ordinary or usual wants.then a surplus would accrue* and so far, 
in some permanent form, add to the capital of the country and increase its pros¬ 
perity'. ^Thia could be best characterised as some kind of a welfare analysis 
at the physical level since it implicitly assumed that the quantiti<*s of satis¬ 
faction of given wants were roughly proportional to quantities of physical pro¬ 
ducts and concentrated on the problem of increasing the quantity and the physical 
productivity of resources as the most important means of increasing economic wel¬ 
fare, Dadabhai measured wealth by the annual per capita consumption and stressed 
that wealth increased when productive power of labour, land and capital were in¬ 
creased. He preferred to distinguish wealth as the stock of goods from money in- 
cone and insisted on the site of the real national product as the criterion of 
welfare. 


His calculation of the national income data has been especially useful in giving 
a correct sense of proportion about the structure of the economy.entire 1 y apart from 
•ny attempt at prediction. The amount and proportion of the nation's output that 
•aa going into foreign hands through taxation anddrainand hence was not available 
Of iftttediate use by consumers, was indicated for the first time by Dadebhai's 
ca cu ations. These estimates gave rough impression of changes thot has occurred 
ift that proportion over decades. Fur the r ^Dadabha i showed that fiscal policies could 
e tested by cashing them in terms of this national income analysis and this 
ec nique » great advance in the analysis of government finance at that time, 

e na lonal income data were the common mode of expressing the site of the econo- 
^ H‘>''«rnment played in the economy: the ratio of taxes to national 

cKah^r ^ government expenditures to net or gross national product. Since 
capita national income, as distinguished from anyone of its con- 
erouB » partial indicator of changes in the national welfare of the 

prominentn.Uon. u might be .upposfd that onr of the most 
inferm,. natiornl income figure, bv Dadabhai aas the draaing of 

of yean of derlme .n the material -elfare over a period 

«f the c ^l^sfly held that the national income statistics provided a wide view 
partreinIrJ entire economy as well as th- various groups in the population 
»«hstantial^ ^ V pr<»<iucers and income receivers; and that, if available over a 

-‘•non-y ifi the ^ ^asic change, in the country's 

h« P«*t and suggest, if not fully re*eal. the trends for the future. 

account, measured the tot a 1 net product of a country's 
»tandin. of th be based not only on a clear and unambigou, under- 

order of reH abTlV, '"'’p “'"n 1’?..“**® data of at least a mi- 

**'« not aU*v, ev. 1 k^’ f’»d»f'h8l. as we have seen, adequate empirical data 

therefore ««. i significant sections of Indian economy and concepts 

‘•«ory estimation Ind lnlt o'- uniform. Difficulties in the -ay of a satis- 

odlysis of national income were indeed great. A consider- 


•Poverty oad owBrltiah ruie ia lodia" - 


p. 179. 
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able portion of output did not come into the market at all. being either conaumed 
by the producers themselves or bartered for other commodities and services. The 
problem of imputation of value thus arose and took on significantly large propor* 
tions in some sectors of the economy. In view of the difficulties in neasurabili* 
ty that this resulted in, it became necessary for Dadabhai to include in ^is ea* 
timates of income a classification of monetary and non«monetary sectors which one 
would not find in national income estimates of other countries. The problem of 
measurability was further complicated by the fact of the i11 iteracy of the majority 
of the population and the semi-subsistence character of their economic activity. 
Unlike advanced countries, individuals and enterprises in India were not active 
economic agents by virtue of their participation in economic activity. An element 
of guess*work.the re fore inevitably entered into the asessment of output, especial* 
ly in the large sectors of economy which were dominated by the small producer or 
the household enterprise. Apsrt from these conceptual difficulties relating to 
national income work, there was the much larger problem of the non*avai1abi1 ity of 
statistical data for the estimation of an all-correct estimation of national in* 
come. Regional diversities in India, with its site and varied history. were large. 
and therefore, inade<)uacy of data could not easily be overcome by extending data 
for one part of the country to the rest of the country. In spite of these diffi¬ 
culties. it should be said to the credit of Dadabhai that his estimate of the ne* 
tional income was as accurate as it then could have been. He pointed out, however, 
that the relative dearth of material both statistical and analytical in the na¬ 
tional income field in the country was part of the vicious circle characteristic 
of an underdeveloped and colonial economy,poverty and foreign drain leading to the 
perpetuation of poverty. If there was to be economic development, efforts to car¬ 
ry It through, he emphasised, must be made simultaneously both at the level of ma¬ 
terial production and the strict checking of the foreign drain through trade and 
the employment of a foreign service in the country. 


So long as economics was studied in terms greater or leas of aggregate wealth, 
was natura 1ly an endeavour to seek for a standard for measuring social cost 
^«1 •a r if anv. between the two as an in* 


and 'social return* and to use the difference, if any, between the two as an 
dex of a country's prosperity, and in this Dadabhai, along with Adam Smith and 
Karl Marx, belonged to the intellectual offspring of physiocracy. Adam Smith 
approached this question of national income armed with the labour theory of value. 
In his 'Wealth of Nationa' saya Smith. 'The annual labour of the nation is the 

fund which originally supplies it with sll the necessaries and conveniences of 
life'.^® Marxist economic theory taking the labour theory of value as its loun 
dation says that a nation's income could only be what it produced leaving * 
surplus value from capital invested abroad. Marxist terminology with regard ^ * 
problem of national income introduced the total or social net product, understoo 
as the whole of material goods produced within a year. National income ^ 

became the sum of new values crested in s given year as a result of pro uctive 
work expended during the year. The concept of total product and national income in 
Marxist doctrine referred only to the sphere of msterial production. or * 
was direct harnessing of goods of nature was, in Marxist terminology* ' , 

work and work which did not consist in it whether necessary or not» but re 
only the relations of man to the community, was not productive work. This evisi^^ 
into productive and non-productive work has nothing to do with 
useful and useless work, that is. work useful socially and work socially use 
Troductive workers create a material basis for maintenance, that is. ^ . 
existence of non-productive workers' declared Marx. We find the •*"* ' **. j*. 

through all the writings of Dadabhai on the subject. For example, * from 
dares, 'All salaries and pensions, one and all of these 

the same store - the annual material production of the country . ,kig 

profeasional incomes Dadabhai held. ‘Every labourer, mental or physics 
share for aubaiatence through the various channels from the only one loun 


7P. A^am Saith, Vaaltb of Nstiosa^ cbsptar I, Book I« 

fiO. D*4*bhsi, "Poverty soi uBritlsh role la IsSia" - p- 1. 
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• t.h^ «nnu»l maurtaJ prixiuction of tho couniry'- This division prodocti*#? 
and non-prodijcl\yc •ork - an i nd ispons sbl e in Dadnbhai’s theory of the 
creation of nat lono 1 income •»,is surprisingly similar to the Marician theory of the 

creation of national inceme and value. 


An i.-poriai.t question arn.ii- - th<- queition of e I as.M f i ca t ion. wfiicli must <i>r<i,le 
•hut .as ana .hut .as not a branch of the mairnal production- In Dsdabliai', clas- 
syieation. there -ere a number of clear and uncontroversI points. It .as clear 
that ‘^u»try and agriculture .ere a bran.h of material production. It .as clear 
too, that defence, -secyuy, administration, health ser.ice.s. schools, culture and 
a L^ber o"f branches of material production. Rut there c.sted 

^suuL fr ,V •" ‘”de. especially functions .hich 

flrmLce r r “ transforming cormod.ty value to money values. The per- 

form.nce of these functions required naturally a great outlay of work .lid d. 

i::ia^Tdr-r:r - 1 .i : 

......dindM’LL,: ■■ 

.,.d, 'to,. ..„gi. „„„... ... •I'” 

hy this internal trade* declared j wealth of the country 

cussing the usefulness of internal trade -h" e v^eV U .V^m'' 1^' 
that any increase m the material income of tU * l ^ I ^ pointing out 
of internal trade is a thina that -ags. ^ . 62 aT transactions 

productive work as follows* 'Neither diff •rote about such non* 

only serves to change the form of value into -ork .h,eh 

eaample .here Dadabhai’s characterisation .a ^ ^ ^ C'o»tes values'. Another 

cited. Regarding professional incomes Dadabhai hVu * 7 ^* 

professional gentlemen (doctors and la.y.rsi does «ei' consulting 

pay them'."3 V docs not enable me to create money to 

^be same v^i^'a ists and workera 

purchase fe.er serv.ee* of doctor, and g^®***. they .ould have to 

amount on ^erv^Ve^ eVc^'Vh?; "/u k’ t"" were forced to 

tion of other thing.s. Thus it is 'cleaV’that th'e L 7 ‘‘‘"•in.sh the consump. 

not create a direct fund from -h ich i! " n he 7 . • M 'Jo- 

zd -- -1^ catch^Vh: ra::T;:.r.?:::: 

ZTiT "'’"'p"0ducliv7?"k7b.7“ '■*' respectable 

7v;-;u^^ 

] :"? on the income of the productive .orke"^ P-rldl 

“•thod of ^ •’ ‘b* theory of value '* "'“"tamed ..s 

«• .Poverty ^ 

.T"’ .g,; 
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Hadabhai also became historically important because of the method of his research. 
In his •Dtings, the predominance of the inductive method vas characteristic. He 
established general propositions as truths by induction, that is, by the observe* 
tion of the numerous particular instances. He did not conceive economics as an sb* 
stract conception in isolation but vieved it as part of the other constituents of 
society and economic life • the state, politics and morality. He realised that 
economic phenomena were inseparably linked *ith sociological, political and moral 
happenings which fact saved his economic ideas from the severance from the indi¬ 
visible whole of society. 

Dadabhai absorbed many influences during the years in which his economic views 
were maturing. The influence of the physiocratic economic doctrine on him is not 
difficult to establish. In his adherence to the materiality concept of wealth and 
the circulation of national income, he hod been profoundly influenced by the phy- 
stocratie writings. The debt he owed to the earlier English economic thought can¬ 
not be in doubt.His writings and speeches are evidence of the tremendous influence 
which the English classical economists had on him. Perhaps no writer was ever^ 
more carefully trsined to carry on the classical tradition than was Dadabhai. In 
discussing the question of the material drain generally, he approvingly quoted 
John Stuart Mill as an 'authority* on economics. With Mill, he believed 

that 'industry is limited by capital* and that 'industry cannot be employed to any 
greater extent than there is capital to investHe believed that 'all capital 
and especially all addition to capital are the result of saving*^^ and that de* 
mand for commodities is not demand for labour*.Dadabhai failed like Mill to 
analyse the factors behind the supply and demand of capital in the classical sense 
or in the sense of the utility and productivity theories and did not distinguish 
between constant and variable capital. Rut the chief use to which Dadabhai put 
these principles was to show the system of imperialist exploitation and expose the 
nature and effect of the foreign drain. He applied these principles to the parti* 
cular case of India and arrived at the following conclusions. 'Poor India has not 
even to support its absolute want, even were the whole production employed in aup* 
porting labour. But as this is not the esse, as there must be some portion of the 
produce consumed unproductive Iy in luxuries, the share for the support of labour 
for reproduction becomes still more scanty; saving, and therefore addition to ca¬ 
pital, being altogether out of the question. Moreoveti not only is there no saving 
at the present rate of production, but there is actual continuoua yearly abstract¬ 
ion from this scanty production. The result is an additional evil consequence in 
the capability of labour deteriorating continuoualy, for industry is limited by 
capital, so the candle burna at both ends, capital going on diminishing on the 
one hand, end labour thereby becoming leas capable, on the other, to reproduce as 
much as before. The last theorem of Mill is a clear anawer to thoae who say that 
because the railways open up a market for the commodities, the produce of the 
country must increase. I need only repeat that 'demand for commodities is not de¬ 
mand for Isbour*. snd that 'industry cannot be employed to any greater extent than 
there is capital to invest*. If these principles ere fairly borne in mind and the 
element of the drain from India fairly conaidered. the gradual impoverishment^ un¬ 
der the existing system of administration will ccaae to appear a paradox . Ihe 
validity in practice of these most abstract concepts was tested on the concrete 
reality and thus Dedsbhai showed how the abstractions of politicaleconomy ena e 
one to understand economic structures. He endeavoured to relate continue y c 
economic concepts such a.v value, labour and capital to the fundamental conditions 
of industry and thus formulsted a scientific theory of the foreign drain. 

85. Joho Stuart Kill, Political Bconony, ebaptor P, qooUd by Dadabhai, •Poverty aad aaBritiab 
rule is ladia** ~ p. 55* 

fin. Joha Stuart Mill, Political Icoaony, chapter V, quoted by Dadabhai, -Poverty aad uaBritiab 
rule ia ladia’* - p. 55. 

67. John Stoaj-t Mill, Political Kcoaony, chapter V, quoted by Dadabbai, “Poverty aad uaBritlab 
rule iu ladia" - p. 55. 

fi»<. Diilibbai, "Poverty aad aoBritioh rule ia ladia* - p. 56. 



13. No recitot of Ins 4ebt to others could diminish the importance of his o»n 
achievements in the field of Indian economics. He «oee together the separate 
strands of thought which he had found in the country and outside and in the process 
transformed tJieir significance. Economic thought is always related to economic 
practice and a study of the interplay between objective conditions and the theo¬ 
rising of the particular economist can provide a guide through the conflicts of 
ideas. In Dadabhai's case our knowledge of the circumstances of his life and times 
IS complete enough for an exhaustive demonstration of the causes which have pro¬ 
duced the ideas which arc to his credit today. It has been said that Dadabhai re¬ 
presented the interests of a single class . the rising bourgeoisie of the time. 
This IS undoubtedly true in a historical sense. The succes of his advocacy of a 
particular interest against the privileged position of the foreigners who were the 
most formidable obstacle to the growth of industrial capitalism was assured be¬ 
cause u was simultaneously a defence of the common good under the guise of ‘uni¬ 
versal benevolence and justice', He more than any other Indian economist reflects 
the time in which Indian nationalism attained strength and shape. He also reflects 
the lact that new problems were clamouring for notice. 
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Chapter 3 


Mahadev Govind Banada 

Habad«T GoTiBd Fapade «ras bora oa l%tb Jaaoarj^ 1M2 at Kasik.Ho ^radoated la 18S 
aad took bi« M.A. ia IR64. la I866» be got bia LL.B. la 1864» bt started teaehiag 
Bcoaoaiea ia Boabay Uaireraity. la 1R66, be waa appoiated Orseatal Iraaalater to 
tbe Goeera»eat of Boabaj. la 1867, be beeaae Jodge la tbe State of Kolbapur. Ia 
1066, be retbtbed to Boabaj where be waa appotated ^rofeaaor la Bngliab aad Hiat^ 
rj at tbe Blpbiaatoae College. lo 1871, be waa appoiated a Jadge hj tbe Boaba;r 
Goreraaeat. 

Ia 1872, be irrott a report for tbe Sareajaaik Sabba oa tbe Material CcBditioaa ta 
tbe Mabaraabtra Diatriet. Ia 1877, be pabliebed aa epitose of tbe Faacett Coe«it- 
tee'a Report oa ladiaa Piaaace, eatitled A Reeeaae Maaaal of tbe Britiab Bspire ia 
ladia. After tbe Fantae of 1877, be wrote a paper eatitled Faaiae Adaiaiatratioa 
ia tbe Boabaj Preaideacj. Be w&o cloeelj aaaociated with tbe Oaaterlp Jooraal of 
tbe SarTaJaaik Sabba. 

Ia 1865, Lord Reap aoaiaated bio to tbe pos&tioo of tbe Law Keober of tbe Boobaj 
Logiaiatire Coaacil. Ia 1666, be waa appoiated to a Coeeraoeat of ladia Cooaittee 
oa ezpeaditare aadretreacbocat aa tbe repreaeatatire of tbe Boobap Goreraoeat. Be 
waa made Coopaaioa of tbe ladiaa Bopire ta 1667. ta 1893, be waa appoiatod to the 
Beacb of tbe Boobap Bigb Coaat. 

Be waa cloaelp cobaected oitb tbe ladiaa Natioaal Coagreaa. la 1890, be foroed tbe 
ladaatrial Aaaociatlob of Veatera ladta. 

Ife died la 1901. 


1. Mahadev Govind Ranade waa the first economist who laid down the conditions of 
economic progress for Indis and showed a whole rsnge of possible policy to schieve 
this progress. He was not gravely concerned with attaching a precise and definite 
connocstion to the phrsse economic development. It was his contention that econo¬ 
mic change was a complex phenomenon,that it had many causes - often interrelated 
and that it most be studied in terms of this complex causal structure. Purposive 
changes by mean# of policy decisions on the part of society were included in his 
system. For him the process was always one of mutuality between the psycho-insti- 
tutionsl causes and the purposes of human agents. It was to Psnsde that one natu¬ 
rally turned for a comprehensive theory of economic development in Indian economic 
thinking.He was in the first instance concerned with the problem of how the scarce 
means could be increased in number and efficiency whereas modern economics is con¬ 
cerned with the problem of the allocation of scarce means to s multiplicity of 
ends. 

It .as nsnadf-s id^a that eonclusiona regarding Indian economic pfoblcma and poli¬ 
ces should be drawn ..th special reference to the 'r 

country and of the people. He could be ranked among the re ativis 
along -ith Roscher. Knics and Hildebrand. Before all. R.n.de .as of 

in,po».nce thanks to hi. method.Ile ... little concerned ..th 

gstion rigidly confined to the theoretic plane; but in n ia histori- 

Llled or equalled in respect of a rind .ay of contemplating 
cally. Me adranced beyond the abstract, atomistic outlook 

Methodologically, this procedure was rounded off by the intro (aiaie) as s 

cept of tL concrete cultural community and the idea of the R.'ade 

factor of economic change. A. Hildebrand -rote of Liat. it can be said that R-nade 

•pnrkrd the economists of (India) to historical study • 
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Thff backgroun<l of flnnude's ecnnoiwics. 


The range of the period during which Ranede's essays appeared was remarkably 
short. The first eight essays \n Natesan's Ccneetiort were a]) written within a 
period of four years from 18^^ to 1893. Mis Essay on the Bengal Tenancy Bill, pu¬ 
blished in 1883, showed that his ideas had at that time been taking shape but the 
final formulation came in the early nineties. Banade wrote at a time when the Go¬ 
vernment of India had been following an economic policy based to a very large ex¬ 
tent on the needs of British mercantile interests in India. Need always dictated 
governmental policy and often principles were evolved and advocated so os to give 
a refined background to the policies that had to be adopted. For India, too. when 
the foreign Government in the country had been trying to foster complete free 
trade, the main reason was to give Britain's aexporters an unrestructed access to 
the Indian market. From 1882 to 1894.India was practically a free trading country. 
Ranade wrote his essays towards the close of this period. 

The adoption of free trade in India cane to synchronise eith an opposite novetnent 
in the West. The period during which Renade's economic nriting sa« light was one 
in which Germany, France and the U.S.A. had ali-been experiencing the benefits of 
prosperous protectionism. By 1852, almost the -hole of Germany had come to be in- 
«r. d.r measures that had been adopted during the forties 
i^lflll r “**•» of Friedrich I..st whose booh -a, published 
eriention rf^aVrT ««*blished in 1858 was against state in- 

wrote at a time -hen free trade had been tried and discredited in GerLy. 

«:rL;::e‘7oun7ed*?n’\«T2“\\7d^\‘in\::ty“a;::rs;"*p^ 

.nL'7obd‘en“ae7:!ier °8 m"b T' resulted 
Public introduced protect^ .y/n^ 'n ,861 «•* 
to give effective protection to iKe Vld‘^ ‘ •** readjusted 
basis for negotiation of commercial treatie.s'**Ra*" d ** *7* ** * 
Nicies and this s.ing-off from Uisset fa.re in F:,:c“: ^Hu^e^ce’S 

question Its efficiency end even its iheoretiLl f ^ * century, had come to 
Great Britain had increased rapidly d - The imports into 

885.-00 was attributed to foreign competition P^bViVo" '^ during 
the policy of economic nationalism .d*^ Wl eptmon was influenced by 
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exist. Adam Smith, for instance, believed that economic life developed best when 
It »aa left alone.The main business of the State was to keep order. Economic acti- 
vities.when left perfectly untramelled. develop harmoniously» and enable free com¬ 
petition to do Its work. It was his belief in the natural balance of human motives 
which led him to make his famous statement that in pursuing hia own advantage 
each individual was led by ‘an invisible hand' promoting general welfare- ‘Homan 
institutions only interfere with this tendency and when all the restraints are re* 
moved, the obvious and simple system of natural liberty establishes itself'.' Ri* 
cardo and Malthus were, in Ranade's view, still more dogmatic and absolute in 
their assertion and when they applied these rules of the natural order to economic 
matters, they became strong opponents of all forms of State interference with the 
ordinary business of industry and commerce. Ranade summarised the general assump¬ 
tions of these early economists which they believed to be universally true in the 
following propositions; 

1. Tliot National Economy was essentially individualistic and had no separate col¬ 
lective aspect. 

2. That the individual or typical economic man had no desire but that of promoting 
his own self-interest or at least that was his strongest motive power. 

3. That this self-interest was best promoted by the largest production of wealth, 
i.e. articles with value in exchange, at the least trouble. 

4. That such pursuit of private gain by each individual promoted best the gene¬ 
ral good. 

5. That the free and unlimited compet it ion of indi v idua 1 s in the race and struggle 
of life was the only safe and natural regulator. 

6 . That all customary and state regulation was an encroachment on natural liberty. 

7. Tliat every individual knew best his interest,and had the capacity and desire 
of acting according to that knowledge. 

6 . That there was perfect freedom and equality in the power of contract between 
individuals. 

That capital and labour were always free and ready to move from one employment 
to another where better remuneration was expected. 

10. That there was a universal tendency of profits and wages to seek a common le¬ 
vel. 

11. That population tended to outstrip the means of subsiatance. 

12. That demand and supply always tended mutually to adjust each other. 


Ranade held that they were literally true of no existing community. To the extent 
that they were approximately true of any state of society, the assumptions ex¬ 
plained only a static economic situation of the particular societyEven then they 
furnish no suggestion as to its dynamic progress or development. As these assump¬ 
tions do not absolutely hold good of even the most advanced societies, it is ob¬ 
vious that in societies like ours, they are chiefly conapicious by their absence. 
With us an average individual man is, to a large extent, the very antipodes of the 
economic man. The family and the caste are more powerful than the individual in 
determining hia position in life. Self-interest in the shape of the desire of 
wealth ia not absent, but it is not the only or the principal motor. The pursuit 
of wealth is not the only ideal aimed at. There ia neither the desire nor the ap¬ 
titude for free and unlimited competition except within certain predetermine 
grooves or groups. Custom and State regulation are far more powerful than compe 
tition. and status more decisive in its influence than contract*. Turning ^ * 
factors of production, he observes: 'Neither capital nor labour is mobile and en¬ 
terprising and intelligent enough to shift from place to place. Wages an pro i • 
arc fixed and not elastic and responsive to change of circumatancea. Popu ation 
follows its own law, being cut down by disease and famine, while production • 
most stationary, the bumper harvest of one year being needed to provide sgains 
the uncertainties of alternate bad seasons. In a society so constituted, t c ten 
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drncies assumed as axiomatic ar^ not only inoperative but are actually deflected 
from their proper direction. \o*t mi|rht as well talk of the tendency of mountains 

to be washed a»a\ into the .sea or the woves to fill uj> or of the sun to get cold, 
as reasons fop our practical conduct within a measurable distance of 


Hanade tried to show the hypothetical character of the entire doctrinal economy by 
recourse to J.S. Mill.lfe quoted Mill who stated in the Preface to his 'Principles' 
that for practical purposes, political economy is inseparably intertwined with ma¬ 
ny other branches of social philisophy. Facept in matters of more detail, there 
are perhaps no practical questions even among those which approach nearest to the 
character of purely economic questions which admit of being decided on economic 
premises alone’. Ranade noted as charaeteristic of Mill's work his recognition of 
an essential difference between the laws relating to the production of wealth 
(which he calls universal and not arbitraryl and those which regulated distribu¬ 
tion. Mill recognised the necessity on verification to establish the soundness of 
the hypothesis regarding economic situations. 
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ftanade was stron|?ly influ^nc^d by two American thinkers, Hamilton and Carey. Ha» 
milton was one of the fathers of the American constitution and he stated that the 
Fnglish doctrine of absolute freedom was practicable only if all nations accepted 
free trade views simultaneously. He suggested a scheme of protective tariffs which 
were later on adopted as the leading feature of American State Tariffs. Ranade was 
very much impressed by Professor Jones who had before Carey attacked the Ricardian 
theory of rent as being true only of farmer's rents and as wholly inapplicable to 
the Indian ryots* rent or Metayer or Cottier rents. Carey even denied that there 
was any economic rent. In his view rent was only a remuneration in the same way as 
profits of past invested capital or labour.Like Sismondi, Carey regarded th»* State 
as a coordinating power in society which checked the tendencies of individuals to 
seek immediate gam at the sacrifice of permanent national interests. He also as* 
sertrd that protection was justified as being the only means by which the ob* 
Stacies thrown in the way of younger and less advanced countries by more advanced 
nations could be removed. Ranade found support in this view also from the Italian 
economists of his time. Gioga and Ludovico, who advocated state regulation of in* 
diistry and asserted the doctrine of relativity as being an essential factor of all 
true economic theory. 


The clear-cut and positiie exposition of this trend of thought was found in the 
German school of Muller and List, whose influence on Ranade was unmistakable. It 
was from Muller that he learnt to reject the dogmatism of English classical thought 
and to regard national existence »s of greater importance than mere individual 
prosperity. The writings of Friedrich List gave the fulle.st expression to this re¬ 
volt against the orthodox teachings. Ranade learnt from him that national well¬ 
being did not consist only in the creation of the highest quantity of wealth 
measured in exchange value, independently of all variety of quality in that wes1th. 
but in the full and many-sided development of all productive powers. 'The nation's 
economic education is of far more importance than the present gain of its indivi¬ 
dual members as represented by the quantity of wealth measured by its value in ex¬ 
change, In a sound and normal condition, all the three departments of national ac¬ 
tivity must be fully developed. Commerce and manufactures were, if possible, more 
vital in their bearing on the education of the intelligence and skill and enter¬ 
prise of the nation than agriculture*.^ Ranade thought that in a purely agricultu¬ 
ral country like India, there was a tendency to stagnation and absence of enter¬ 
prise and the retention of antiquated projudices. The function of the state, ac¬ 
cording to him, in such circumstances, was to help those influences which tended 
to secure national progress through several stages of growth and to adopt free 
trade or protection as circumstances might require. 


The elaboration of the ideas of the historical school in Germany under the stimu¬ 
lus of the success of the comparative method in philology and jurisprudence in¬ 
fluenced the English thought greatly. Leslie and Jevons were the products of this 
influence. In Germany itself. Rau. Knies. Roscher. Hildebrand and 1«agner worked on 
these lines. They advocated that economics was only one branch of sociology on 
like ail social sciences must be studied both in its static and dynamic conditions. 
This German school regarded that universalism and perpelualism in economic doc¬ 
trines were both unscientific and untrue. Ranade fully shared this view. 


A comparative study of English and continental economic systems taught Ranade that 
*the individual and his interests arc not the centre round which the theory s ou 
revolve, that the true centre is the body politic of which that indivi ua is 
member and that collective defence and well-being, social education an iscip in 
and the duties - and not merely the intererts • of men must be taken into sccoun . 
if the theory is not to be merely utopian*-^ Ranade gave up the e uctivc ® 

in favour of the historical method which took account of the past ^ 

of the future. He insisted that relativity and not absoluteness should character- 
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iae th« conclusions of Fconomic Science. 11c warned tKst ' thr divorce of theory and 
;>rdctice is a mischievous error which relegates the science to the sterility of an 
idea] dream or a putsle*. For hioi. 'theory is only enldri;ed practice and practice 
is theory studied in its relation to proximate causes. The practice is determined 
by the theory which tests its truth and adopts it to the different conditions f*s 
reason of its grasp of the deep-apated, permanent, varied basic truths'.^ Ilsmade 
was of the view that the nature of the subject itself as a branch of social 
sciences was be.st studied historically and not deductively. 

The quasi-historica I 1 aws of capital accuaiul at ion, of diminishing returns and rent, 
of po(>ulalion growth and production of cooiparatire advantage and foreign commerce 
of the clasaieal school, tempered and reshaped by the German Historical and Rela¬ 
tivist schools, provided adequately the conditions for the evolution of a theory 
of economic development. Economics had reached a stage where ,t became possible to 
generalise about human motives under certain like circumstances. It was impossible 
to develop any theory of causal change and development involving industrial con- 
centration without making certain generalisations about human behaviour. Therefore 
the definition of the areas of decision became the function of economics. Further 

st.etl*T‘’"\' co»peratively simple like that of India, con-' 
stanti, repeated ,n the essential, of economising scarce mean, to satisfy as high- 
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t^rtninants •ere social custom and the social status of t*o parties. He saw before 
his eyes ho* tlie old rigidities of the Indian society were breaking down under the 
pressure of the new social forces. Hlienever this was modified by the appearance of 
some slight mobility, competition and even the possibility of alternative uses for 
factors and commodities appeared more than ever on the scene. Ranadc clearly ob* 
served horn the economic explanation of the society's functioning was fast entering 
upon that path which led ultimately to the highway of the thorough-going market 
analysis and its economic lavs. 

S. State action . 

The meddlesomeness of the mercantilist system provoked a reaction against state 
control and guidance covards the end of the last century in favour of natural li- 
berty. The doctrines of this negative school had been abused by a too logical ex¬ 
tension of its principles. There was a decided reaction in Europe against the 
laissez faire system.Even in England.the recent factory legislation, the qualified 
recognition by lav of Trade Unioniam. the Poor Lav System and the Irish Land 
Settlement, were all instances which indicated the same change of view. The pro¬ 
vince of State interference and control was practically being extended so as to re¬ 
store the good points of the mercantile system without its absurdities. The State 
was now more and more recognised as the national organ for taking care of national 
needs in alt matters in which individual and co-operative efforts were not likely 
to be so effective and economic as national effort. This was in Ransde's mind, the 
correct view to take of the true functions of a State. To regulate them to the 
simple duty of maintaining peace and order was really to deprive the community of 
many of the advantages of the social union. 'The question is one of time, fitness 
and expediency, and not one of liberty and rights', he declared. 


Rana*!^ raised his voice against the pernicious influence that the Ricardian and 
Benthamite doctrines were producing on the economic and social policies of the 
Government of India Not just the maintenance of law and order but cultural deve¬ 
lopment was for him the proper or the ultimate objective of State activity. The 
conception of a State maintaining strict non-intervention while allowing unchecked 
waste or exploitation offended against Ranade's deep-rooted respect for a just and 
beneficent order of things. As representing all the interests in society, it was 
not only permissible but obligatory upon the State to guide all aspects of social 
life into channels recognised to be in conformity with the accepted goal of life. 
This concept of State action was, probably, prompted by India Government’s policy 
of inactivity. Ronade did not approve of the shortsighted engrossment of India 
with State or government as opposed to national credit. All the financial policy 
of the Indian Government then consisted, as it did in a large measure up to the 
present day, in cutting expenditure on all non-essential services and meeting all 
ordinary, and a good deal of extraordinary, expenditure by taxation. On account of 
the non- 1 nduStria 1ised and small-scale natureofthe Indian economy and the tho¬ 
roughly undemocratic character of Government, taxation tended to be regressive. 
Agriculture and industry both suffered from the State policy of inaction. Agricu 
ture suffered doubly, in as much as it was also the most heavily taxed industry. 
The solvency of the nation.depending on the surplus of the industry of the pcop e, 
steadily deteriorated, while th^ State claimed to have a high credit in t e o 
reign money market- This vsa only one of the many gUring inconsistencies of In¬ 
dian economic life, which Ranade traced to the wrong theory of an indiydualistic 
and non-intcrfering State professed by the then Government of India- e rca isa 
tion of the futility of demanding protective tariff* from the rulers o n la in 
the eighteen nineties led him to advocate direct action of the * rll* 

to causing a diversion from small-scale agriculture to large-scale arming, 
agriculture itself to industries, from trustification* to urbanisation, from in¬ 
ternal trade to external trade and lastly from labour immobility to colonial mi¬ 
gration. All thia was to be brought about by active encouragement and assistance 

of the State. 
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idcBs obout wh&t chr (lovf'rnm^nt should do were precisely stated in his 

inBugufttl addredB dt the Firftt Ifidustrial Conference at Poona in IRQO* 'While we 

put forth our ^nerf^ies in these directions, we can well count upon the assistence 
of the State in regulating our co-operative efforts hy helping us to form hepoait 
and Finance Hanks, and facilitating recoveries of advances made by then, by en* 
couraging new industries with guaranteea and subsidies, or loans at low interest, 
by pioneering the way to new enterprises, and affording facilities for eoigration 
and inmigrat ion end establishing technical institutes and buying more largely the 
stores they require here, and in many cases, by producing their own stores'. 


It appeared, however, almost certain that bis indifference towards tariff was the 
result of the realisation that it would be futile to attempt to induce the Govern- 
nent to adopt a protectionist policy. He was himself probably convinced, as were 
the Rnglish economists of his time, that the case for free trade was fundamentally 
strong and that the caae for protection had to be on the defensive. Rut then the 


whole of the economic policy advocated by Ranadewason the defensive, representing 
as it did a breaking away fro® the established line of action. The tariff would 
have been nothing more than this. Ranade would have been a strong upholder of ta¬ 
riffs if he had not realised that to ash for a tariff in India in 1890 would be al¬ 
most equivalent to asking the British to leave India. Ranade was enough of a rea¬ 
list to limit his demands to the ninioum that our rulers then could and would give. 
A tone of helplessness could be noticed in the following pessege: *It is not open 
to us adopt certain plans of operation.which, however much they might be condemned 
Oft abstract ground, have been followed with practical success in many of the most 
enlightened countries of Europe and America. Wc cannot, as with the Governments of 
these countries, rely upon differential tariffs to protect home industries during 
their experimental trial , We cannot expect the Government here to do what France or 
Germany do for their shipping trade and tbeir sugar industry snd ask government 
bounties and subsidies to be paid out of general taxes.These are heresies according 
to English political economy, such as is taught to us, and whether they be really 
•0 or not. It IS useless to divert our energies in fruitless discussion and seek 

pioLcts h! 1 A stimulate production both raw and manufactured 
the rosVtv legitimately undertake from borrowed funds 
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Barjade, therefore, recommended that 'each district might have a fund to develop 
Its resources in its o*n •ay, and several districts might combine together to sup- 
port a strong undertaking to common advantage. If the powers of these boards were 
enlarged, there would be no risk of loss to Government and the boards might take 
considerable profit by the use of money and thus relieve the burden of local 
taxation*. This, he maintained, would enable the country to obtain a new start and 
factories and mills on a small or large scale should be set up all over the land. 
'This is our plan*, said Hanade.*^ 

Ranade admitted that the btate in India had done much in this way in the working 
of iron and coal fields and in the experiments made about cotton and tobacco, and 
in tea and coffee and cinchona plantations, but he thought that, compared with its 
resources and the needs cf the country, these attempts were nothing by the side of 
•hat had been attempted with success in France. Germany and other countries. There 
was. in his opinion, the doty cast on the State 'of utilising indigenous resources 
and organising them in a way to produce in India in State factories all products 
of skill which the State Departments require in the way of stores'. Ranade 
pleaded vehemently to free the minds of the rulers from 'the fear of offending the 
so-called maxims of rigid Economic Science*. In this, as in other matters. Ranade 
maintained that 'the conditions of Indian life are more faithfully reproduced in 
some of the continental countries and in America than in happy England, proud of 
Its position, strong in its insularity and the home of the richest and the busiest 
community in the modern world*. 


6. 1ndust rialisat ion . 

When Ranade talked about economic development he was in danger of speaking vaguely. 
\\f. referred to changes in the operation of the causes of economic movement auch es 
changes in populat ion.structure and techniques of production (technology); changes 
in the economic and social institutions and also the influence of social action 
and organisation. For Ranade. the biggest economic problem of India was her pover¬ 
ty. The banc of such a situation was that it was so exclusively agricultural. Only 
a balanced development among agricultural and commercial pursuits could render a 
society immune from the vagaries of a tropical climate. Ranade, however, realised 
that a mere balance without a powerful industrial base would not help to relieve 
the innate precariousness of a backward economy. Me, therefore, suggested that in¬ 
dustry as well as agriculture must be mechanised- By a steady building up of a 
suitable industrial structure,the habits of the people must be gradually improved. 
In his view, the efficiency of labour and organisation were matters which the ex¬ 
perience of the new order could alone help to promote. The utilisation of scienti¬ 
fic research for industrial development, and the co-ordination of educational, in¬ 
dustrial and administrative functions must be realised at all stages of t e pro 
cess of industrial transformation. 


r\anadP held that iherr were Intimate relationships between economic and 
governmental and non-governmental, fiscal and administrative plans Me thought 
that unless a better educational and training programme was available to PreP 
shilled workers, unless greater public health measures for the efficiency of the 
popul.lion -ere provided, any development project might break down, A 
of communications, operated in the interests of national economy, 
in point. The development of one method of tfsnsport to t e nr^cated 

the extension of communications beyond ascertained needs 

Development of transport would directly help in ' de of ne. and 

lead to the establishment of engineering and metal 

sub.sidi»ed methods of communications. One of the most " 

planned Heve1opment. .n Ransde’s view, existed in the Government s own construction 


13. Fwwwya oo Ecoaowiew - p. 06. 

11. P»a*ya oo Rcooowica - p. 



S3 


plan ot pvblic works programme. WJjen the capital investment was lacking generally, 
the government’s programme might constitute the bolk of the engineering and con- 
stractioD work in the country. 


Afl regards the character of industrialisation he was very realistic. A successful 
indostrialisetion programme required that the products should command a wide and 
steady Bsrket. Luxury industries or court industries usually had an unstable exis¬ 
tence.A folly capitalistic development necessitated investacnt of large quantities 
of resources in anticipation of future returns uhich vas only attained in the pro¬ 
duction of staple commodities of vide consumption, lie was against luxury indus¬ 
tries in the first phase of development. Hanade believed in more urbanisation. Mo¬ 
dern industry by its very nature tended to be urbanised.he said. It cither started 
is in urbanised arcs where special advantages, either with regard to finance, la- 
hour or transport, obtained, or the places where they started themselves developed 
into big cities. Only in special cases of natural or inherited advantages like 
those of Japan and SwitserUnd. was a certain dispersion of industrial production 
possible. Instesd of working for an unnatural ruraliaation of industry.it was bet¬ 
ter to regulate the inevitable urbanisation so as to produce highest advantage at 
lowest socisl cost. 

^ ^iculture and industries bssed on agriculture . 

Rintde strongly held th.t the urge for ihdostri-Iis.iion should not be allo.ed to 
blind us to the bssie position of Indian agriculture, Sociaily,politiealIy and in- 
dastrially, India vas destined to renain a predominantly agricultural country. It 
.as in -ider national interest, including those of sgriculturists the.selees ih.t 
the deeelopuent of scientific and organised business ua, to be desired. But the 
gricultu.isi Bust net be isolated fron this aevenent nor must his basic position 
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’in* « ‘"pendant U.s.ntrv t '““V’' The adrantagea of ha. 

Ptolet.riw complea of an ind’L.. ' I not blinded by the 

« aty. .hether econoa^c or He «.„e. that the sure foundations of so- 

•io faraers. He kne., ho.e.er that for"” “'f ■'••-«<>- 

•"’«»ight eonceiy.bly be iL itlL P’«»«aa.». leisure ... necessary. That lei- 
‘aad to a d,«,y rath/r A . ^ *" ayatea or that it ,j-ht 

aiaaly eupl’;,,,^ leisurrU%L'“r”tW « J'^»tl, second 

•ecBBulation of capital and the enteeo Hanade desired to plan. The 

J' *«PpUed by the bigger pronrietol! I -alhods of production .ere to 

■ won planned «nd regulated orghnia.iion. 
baaed o. - 

eL* 'hem^e7»es *"8^t'in"V considerations .ore 

•««>e»te effort ..a concerned R.n.d ^ d “* VT"*' of ‘he n.tion's 

concerned, R.n.de ad.ised that India should folio, the line 
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indicated by the staple products of Indian agriculture. Of his suggestions, the 
textile, iron and sugar industries had already made good their position. It was 
clear that these industries had secured their progress without much loss to the le¬ 
gitimate interests of the consumer, the primary producer or the State. Other in¬ 
dustries in the same class which had not as yet fully found their feet were oils, 
dyes, leather and tobacco. The technical and organisational problems raised by 
these industries were extremely complicated. Hanade held, however, that if these 
industries made anything like the remarkable progress made by some of the other 
protected industries, the standard of life of a large section of the people would 
be considerably raised. The 'culture system' of the Netherlands Indies was taken 
by Ranade as an example of wise State intervention in economic matters.His account 
was based upon the official report submitted to Lord Dufferin by Van den Berg, the 
President of the Bank of Java in 188$.There was no doubt that the system succeeded 
in developing the resources of the island, though it caused terrible suffering to 
a whole generation of peasants which was the price paid for thia progress. Ranade 
thought the sacrifice was. perhaps, unavoidable and it seemed that no price was 
too high for him if it brought industrial development of the country. 


9. Ranade's ideas on rent and agrarian laws in India. 

Ranade did not accept the position of the unearned increment as a leading feature 
of the law of rent in India. The unearned increment theory fitted in only where 
landed property continued for generations in the possession of the same family. If 
the land changed hands, the incoming purchaser bought it at its market value, and 
he enjoyed no unearned advantage and the so-called rent was but a return by way of 
fair profits on his investment. The English conditions of landlordism where the 
land under a complicated system of entails and settlements and primogeniture con¬ 
tinued in the same family for generations, allowed free play to the law of the un¬ 
earned increment. Here in this country, Ranade argued, lands and houses were not 
tied up and they changed hands frequently and largely. In every twenty years, the 
Registration Returns showed that the value of sales came up to the total value of 
landed property. In one generation property thua changed hands and when new men 
came in as purchasers of value, they did not enjoy any unearned increment of the 
post, but had to pay full value for the differential advantages of superior pro¬ 
ductiveness and vicinity. In the same way the Ricardian position that 'economic 
rent' did not enter as an element of price admittedly did not apply when all occu¬ 
pied land had to pay monopoly rent to the State. There was no competition among 
landlords in this couTvtry, for there was only one true landlord and the so-called 
Land Tax was not a tax on rents proper hut frequently encroached upon the profits 
and wages of the poor peasant who had to submit perforce to a loss of^statua and 
accommodate himself to a lower standard of life as pressure increased. 


I n 
a 

nants 


Lastly, Ranade justifies the attempts made by the Governments in India as well as 
England to check the abuse of competition among poor tenants by conferring for 
term of years and imposing limitations on its increa.ae. In this matter the te- 
..^nts of Government claimed the same consideration as those of private Zemindars. 
The justification for this active interference was as valid in regard to agricul¬ 
tural labourers and tenants, as it was in the case of factory labourers and miners 
in Europe. These people were unable to combine for ae 1 f-protection or at 
their combination was not so effective as that of the employers of a our an w en 
their efforts failed to obtain regular redress, disorder and misery resulted 
consequences and threatened public peace and general well-being. n ^ e .same sp 
fit. the regulation of the freedom of contract in regard to the fixing 
interest in transactions between the poor, disunited, indebted c e mo 

ney-lenders. and the protection of immovable property from being sold sway for im- 
provident debts, not secured on the s.me. -ere «ll legUin.te forms 
of the week sgainst the strong .nd no doubt sffecled the reel freedom of d.str.bu- 
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tion.Ranod^ conc^H^d fr^edcm the |>drties *rte equally matrhed i «i intelligence 
and resources; where this was not the ease, all talk of equality and freedom only 
added insults to injury. Ranade maintained that tt *as in this spirit that the 
distribution of produce among the needy many and the powe>rful few had to be ar* 
ranged, i e. in a spirit of equality and fair play and the orthodox views of fi¬ 
nality in such matters should be reconsidered in all the relations nf life. 


These ideas of Ranade were clearly reflected in his views regarding the l.aw of 
Land Sale in British India. Bnnade saw that in consequence of the law which made 
land, both ancestral and acquired, freely alienable for the debts of its owner, a 
great change was slowly but steadily taking place in the status and position of 
the proprietory classes. All over India lands were sold for arrears of revenue by 
the Revenue Officers and for decreed debts, both secured and unsecured, by the Ci¬ 
vil Courts through the coercive process of sales. This change was visibly tending 
to the impoverishment of the old proprietors and transferring the lands into the 
hands of strangers and non-residents who generally belonged to the mercantile and 
trading eUsses, who bought up the land for no other attraction than its character 
as a paying investment. This change of possession had excited some attention, es¬ 
pecially in the North-Western Province; but at the same time, the Government of 
th.t prov.nce „pr.,.«d it. inability to do .nyth.ng «oro th.n to .atch tho nat.,- 
ril and onrestrieted course of free transfer of property. The Governaents.ho.ever 

>«8'*l«ion t.n the reaction caused by the Mutiny sug^ 

?! ko^ed as tK f /“"t **'“*"* 243- '"d 244 in the Code .h.ch could be 

reckoned as the first ackno-ledgemeni of a change of Gorerntnent policy. The object 

to protect and preserve the old hereditary proprietors in vie- of the sent'- 

^he suthor.t.es: 

dJin ;ransitirni‘c'h“a;.cte; f:: 

from payments in kind to cash payments fromVh Pe«ce and tranquillity, 

competition, from a ample to a more 'V '“‘tom to the rule of 

legislation could succeed under such eircomsia!c No economic 

current, or stem the torrent’, In all rn . - '* -htch sought to run against the 

goods, must gravitate to-arda that class "wh Vk*!. **^****"^^’’' *'’*^**''^ “e in 

r-e.ight and practise, sbstinence. and must siin“r ‘ 

providence and can never be -isely or s.feU Th • l« 

i!\h sentimental consideration,' 

>B the habits and education of the savin, f.V ' **.**"® ” difference 

Brahm.n classes snd the spendin, manv k "P'-sented by the B.ni. ,„d the 

-Ui.ating classes rem.?::^ sn! 

-I* p-Kib.-trryT/gVsiVt'’ 


proKibitary leaisl at io.*” ‘^he 

do is to regulate this inevitable ' .Tsf Government 

to avoid all immediate hardships An in.,vi “‘"“fer, to temper the change so as 

thoroughly ijgrwioed in the n^t »ftl>erit4nce 

voluihT^ forcible prohibition of all transfer ^ "fort to any conceivable li- 
ry. can never mend matter* It i property, voluntary and in 

«i«ing helplessness, Go\eV:m;:t*!:;rh^;-. Po-rtJ J ^ 

_ ‘•rge empire cannot afford 

Baa*4«*w vg^w p . 
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m«ans to bo the bankor of its millions of insolvent tenants, and cannot equalise 
the changing conditions of bad harvests and scanty or irregular rainfall. It must 
accept as inevitable the tendency to concentration of the landed capital of the 
country and only limit its agency to the minor «ork of smoothing the gradual 
change*. The only settlement to this problem, according to Ranade. «a$ that the 
Government should withdraw from its position as landlord, and look upon the land 
tax like any other monopoly taxes. A permanent Ryotwari settlement fixed in grain 
which the land produces, and commuted into money values every twenty or thirty 
years, could alone furnish a solution of this agricultural problem. If differences 
subsequently sprang up between class and class, as they had on occasions sprung up 
in Bengal, the Government could interfere as mediator and right matters by pro¬ 
tecting the weak against the strong. Ranade knew, however, that the Government 
would not. for political considerations, accept this position or allow middlemen 
to come between itself and its proper tenants. *Any attempt to undo^ the legitimate 
influence of the saving classes can only end in a great disaster'.To quote his 
own analysis of the situation. 'In a living organism, as society is, no revival is 
possible. The dead and the buried or burnt are dead, buried and burnt once for all 
and the dead past cannot be revived except by a reformation of the old materials 
into new organised beings*. 


10. Credit, investment and employment . 

'No fact in the et.«^nomic condition of India', said Banade, 'arrests attention more 
forcibly than the contrast presented by the hoards of unused capital, stored up in 
the vaults of the Presidency and other Exchange Banka and the high premium Govern¬ 
ment Securities command on the one side and on the other the paralysis of industry 
in rural India, due to the poverty of resources of the classes engaged in the pro¬ 
duction of wealth'. The problem, as Ranade saw it. was not the lack of capital 
seeking investment; there was enough of it in the country awaiting secure invest¬ 
ment. In Ranade's view, what was wsnting was the financial organisation to adjust 
the capacity of the one to the wants of the other and to make both work in a spi¬ 
rit of harmony and co-ope rat ion. Ranade's plan was 'to bridge the gulf which sepa¬ 
rates the saving few from the producing many' in a way which commanded attention. 
He pleaded for an Institute on the model of the Boden Credit Institute which 
acted as an intermediary between the borrower and the lender; while procuring for 
the borrower easier terms and teaching him self-reliance and freedom, it favoured 
the lender by offering its own guarantee for the money he advanced to the borrower 
through its agency. These facilities would greatly help the prosperity of all 
classes in the country and lower the rate of interest all around. Tbe 
all such banks which made aavnees on real property was to interpose 
der direct sy-tem of lending. -Creditor, e.erci.e . mor.l “4* 

the debtor, -ho .ink in dignity. The reUtion. bet.een . pr.v.le •"J. 

ditor h.ve . tendency, in course of ti-e. to develop nutu.l J e 

bitterne,.-.*=> R.n.de believed th.t the em.ncip.tion of the 
source of mor.l degr.d.tion by the interposition of 

v.Ue .. .n agency of the eduction of the people in the be.t virtue, of cititen 
ship. 

Ranade's idea, on employment could be beat ‘“""“''V'* 'j ‘^o/Vf -cUh'depen 
-hich he quoted -ith .pprov.l, R.n.de believed /th.t 

on labour and productive labour depend, on the labourer fin g 
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is, employment at which he can work*. A labourer who could not find work at living 
^wagea was vorae than a non-entity; Hanade would conaider him as *a negative quan* 

tity ma far as the ac c uiiiii i a t ion of wealth is concerned'. On the other hand, every 

•orhman 'who finds work, even if it nay not be of the ideally best description, i .1 
a wealth producing rnachine'. Honade understood the essential relation between sa¬ 
ving. investment, and employment, when he said:'what he (the labourer) spends on 
himself and his family gives employment to other workmen and the work must be poor 

indeed, if the produce of a year's labour is not more than the cost of a year's 

subsistence. The surplus adds to the nationel capital’. The first problem for a 
new or backward country, according to Ranade. .as to find 'a fair day's wages for 
a fair day's work' for as many hands as possible. The problem of making that em¬ 
ployment the most productive possible was . secondary one to Ranade. which, he 
thought, will solve Itself in each case by actual practice rather than by abstract 

vnCOPy 

In order to secye 'the maximum of employment', rtansde thought that the employment 

population of poor peasant" ‘ " ’hepherds or of a few landlords and a dense 

11- Population . 

Most of the peculiarities of the Ranade nl... 

owed their origin to the author's concern for the ‘•egeneration of India 

had a very true perception of the bearinw of *'>'* -arker.Ranade 

lie suggested .ell-pla„„ed and achJ,7olW' “1 progress, 

vtte individual could suggest detailerr! 1 migration. No pri- 

-t ..„ .pS it I,?'’“-‘-"“■"•‘"p 

gioft* of the country wes inteeral ^ »ariou« re¬ 
nal planning. Alongside of internal niwrariA 'n * 5*’® ^ pUnk in his natio- 

Eastern hemisphere. Ranade thought tha'i UH the 

f^*ld""^V!i''’ *^'‘**' Southern and ftr E^tltn tVl" ‘^'■“tries. 

elds of Indian expansion. In many of these parts I / legitimate 

the hey-day of Hindu civili.ation Ind eJen„ ?,!*; had spread in 

L ''«‘hed them. But instead of the tol.vV. V’'*! r*" ^«lotii- 

akilled labour, Ranade desired that Indians .ho m V Supplier of un- 

lonist, a, ,h.ir forefather, had done ^ A 1?systematic co- 
t« ated emigration was the first and i-! ! ^ •«11-direeled, subsidised and re- 

so ution of the population problem of Iod'ia**A* dV'** *** '**'*" *®-»rds a 


The orth .1 T-— .. 

-r a.imV:7oV 



se 


separation which had a tendency to accentuate natural deficiencies and make them a 
source of permanent weakness. Banade argued: 

1. In the first place, the torrid zone people night fairly appeal to past history, 
when their skilled products found a ready market in temperate kingdoms and esci- 
ted such jealousy as to dictate prohibitive sumptuary laws both in ancient Rome 
and modern England. 

2. They might also urge that the natural fitness of things required that the manu¬ 
factures should spring up where the raw materials grew and where, besides, there 
was demand for the manufactured produce, rather than the bulky goods should be 
transported many thousands of miles over land and sea and reconsigned the same way 
back. 

3. Differences in favour of temperate regions were all modern growths due to the 
employment of steam machinery and the abundance of cheap iron and coal, This was a 
real advantage and had to be faced, but if it could be faced, there was no natural 
incongruity in an arrangement by which induatry would return to its ancient home 
with a double saving in tine and coat* 

4. Neither Adam Smith nor John Stuart Mill recommended absolute freedom in such 
matters. Smith was a 'fair trader* and Mill distinctly recognised an exception to 
the general rule of free trade, where time was required to see whether new indus¬ 
tries were not adapted to the natural resources of new countries. Banade drew at¬ 
tention to the controversy between Blaine (a financier) and Gladstone which chief¬ 
ly turned upon this point, Blaine contended that in a large continental country 
like America with all shades of climate and soil and position, the conditions of 
the problem were different from those of an isolated small territory like England. 
The Australian colonies also justified their departure from the orthodox policy on 
this same ground. India might fairly claim the benefit of the experience and prac¬ 
tice of these self-governing communities and demand breathing time. 

5. It was further to be noted that such a division of production, if permanently 
stereotyped, consigned Asia to an industry which was under the bane of the Law of 
the Diminishing Returns while Europe appropriated to itself those forms of indus¬ 
try which were not subject to any such law. The orthodox view thus condemned the 
poor to grow still poorer and helps the rich to become richer - *it giveth much to 
him that hath, and taketh away from him that hath not the little that he hath*. 

6. l.aatly. people forgot that the agricultural industry in the torrid regions had 
to work under the disadvantage of an unrertain rainfall and suffer from famine 
visitations, which, when they came, paralysed production and condemned millions to 
violent or slow death. A due co-ordination of the threefold forma of industrial 
activity, even if it be not immediately most advantageous to individuals in any 
one period, was n permanent national insurance against recurrent dangers and as 
such was economical ly the most beneficial course in the interests of the community. 


The point noticed above had reference chiefly to foreign trade. In domestic inter¬ 
change also, the same law operated, a.id every nation which desired economic ad¬ 
vance had to take care that its urban population bore an increasing ratio to its 
rural masses with every advance it sought to make, John Stuart Mill a express y 
U.d do.ft lhal no ««ricuUurt could be rrully productiYC .hich ... divorced from . 
neighbouring non*agricuIturaI narlcct repreaenled by thriving towns an cities 
der indigenous rulers, there .as a sort of rude adjustment made 
when the courts of the petty sovereigns afforded so many centres o ur 
in industries which patronised the court and ita dependents. Mill suggested that 
in the absence of near marhets, the nest available substitute was a 
trade to foreign countries. This substitute could not. however, be * 

really answering the purpose .n view. The progress of rural.s.t.on '"J * 

meant Its rust. f ic.t .on. i.e. a lo.s of power and intelligence and " 

and was a distinctly retrograde move. The growth of the seo-por s 

military and railway atation. -a, not enough to counterbalance the enormous loss 
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th«t had been inflicted by thia retrograde Bovement. Every class of artisans, the 
spinners, weavers and dyers and the oilmen, the papermahers, the silk and sugar 
makers, and metal workers who were unable to bear up to western competition, re* 
sorted to the land, left the towns and went into the country and were lost in the 
mass of helpless people who were unable to bear up against scorcity and famine, 


\ cf>ticsi estimate . 

The then fashionable leisset fsire philosophy and abstract method would have given 
support to that comprehensive policy of state intervention in economic matters 
which was the ideal of Ranede and his school in India.fits problem was how to over¬ 
come the authority of the classtcsl school which was arrayed against their views* 
B*n»de solved ihai problem by appealing to the authority of the German Historical 
school, of Carey and the American school. He also invoked the authority of Sismon* 
di eho had pronounced the vie. that the true object of economics was the increase 
of national happiness (not of national uealth) and .ho advocated government inter¬ 
vention to secure the object. Ranade invoked the authority of all economists who 
tdvocated the Stale regulation of industry and asserted the doctrine of relaiivi- 
ly as being an essential factor of all economic theory'. It .as an age when Her¬ 
bert Spencer a seven 1imitat ions of St ate functions still held the field - at least 

hind It. In Great Britain, no doubt the decade 1870-1880 marked a -eahening of the 

[rindi! r** * V** «onom,«, was a much discredited science', But 

Isslil !t ^ \ eUas.cal school was still unshaken and R.nade could 

^octfinea ond pr«c«rta th# aiwA* u' ^ relativity of the economic 

n.i political t t^rpiVerdToThorth^’n:-n v “ 

strength of the force of competition was notiee.hU \i . j India, the 

tom and other regulations was much m... i limited, the strength of cua- 

t.l -as comp.r.tfvely Us, “h??ftr -"d ^-Pi' 

rested his esse for an ‘Indian political econom.'' U grounds that he 

t.on.l System', he showed no inclination to folU, the I “tr '^o- 

jeetives such as the overthrow of free trad.^^!! letter in his extremist ob- 

the theoretical side and the overthrow of the classical school on 

ihe practical side. ^ commercial supremacy of England on 

... .k. .... 

»l«ge of industrial development as was C ^ - "* almost in the same 

cum-handier.ft stage was the eeneVal d ‘‘'‘■’tica- The agricultul^ 
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- -^-^rial deve- 

e d Irdingl, devised so s I be .tu from outside and 

-...Up.... 



60 


this resistance greater than that experienced by Germany in 1841, which in its 
turn found the resistance to its own progress much greater than that experienced 
by England. The main resistance that England had to face in the early stages con¬ 
sisted of hindrances to free movement of resources and finished products and it 
was realised by English economists that all difficulties would disappear if hin¬ 
drances to free movement were removed. Even in spite of this, however, actual 'li¬ 
beralisation* came in England only when Huskisson became the President of the 
Board of Trade. The resistance that Germany had to face was the result of the com¬ 
petition of the developed industries of England and naturally protection wa.s de¬ 
vised to neutralise this difficulty. India suffered from a much stronger, negative 
puli on account of foreign compel it ion.Iack of initiative among the people, vested 
interests of the British commerce and also the policy of the Government. Often it 
was argued tfiat «hat was good for England in 1830, was good for India in 18^0, 
Ranade had, therefore, to be almost an eclectic in prescribing remedies for secu¬ 
ring the progress of India in the direction ol Industrial Capitalism. 


The needs of the newly growing industries of England made the English classical 
writers free traders. The same needs made List a protectionist and Ranade a be¬ 
liever in planned development. In essence, therefore. List and Ranade were both 
'national' economists. The accusation of Smith by the Germans that he was a cosmo¬ 
politan was baselcss;the cosmopolitanism of Smith was dictated by the national in¬ 
terests of England as much as the protectionism of List was shaped by the require¬ 
ments of German capitalism. The I aisset f aire that England extolled was not simple 
inaction, but inaction with a view to making capitalism work. This purposive ele¬ 
ment in the policy of laissei faire made it as effective a policy of state action 
asprotective tariffs or mecantilist control. 


It was this essential similarity between the basic position of the classical wri¬ 
ters on the one aide, and List and Ranade on the other, that explained another 
difficulty. The whole of Banade's writings was characterised by a singular lack of 
appreciation of socialist ideas. The case he stood for was a case for economic 
justice to the Indians as a body, and not one for justice between the classes- The 
provisions of the Bengal Tenancy Bill giving rights to the ryots against the Zemin¬ 
dars were criticised summarily by him with the remark that those proposals could 
'only be justified on socialistic or communistic grounds'. It was even more sur¬ 
prising that a man like him should speak of Communism and Mormonism as ideas of 
the same order. His own positive ideal was one wliich incorporated 'high and pet¬ 
ty farming, with an upper ten thousand of holders of very large landed estates and 
a vast mass of peasant farmers', and 'this mixed constitution of rural society 
was regarded by him as 'necessary to secure the stability and progress of the 
country*.In the same manner he gave his entire attention to the development of 
industries and commerce and entirely ignored the effect that capitaIisn would have 
in creating injustice between different social clas.ses. 


Ranade wrote at a time when capitalism had come to be challenged by <iuite a number 
of disillusioned thinkers. He seemed to have given some attention to writers i e 
Sismondi, but the ideas of the nineteenth century socialists seemed to isve een 
entirely lost in his enthusiasm for the capitalistic transition, Marx s writings 
had at that time come to be widely read and at least there were Henry 
the Fabians whose denunciation of unrestrained capitalism ought to lave a some 
influence on him. 


The reason that might explain the failure of Banade to realise the *”*|'*^*^*^^. . 
fects of industrial capitalism was to be found in the same ‘ . 

os late as 1841 to these evils. The eyes of both List and Ranade -ere ^ 

the first fruits of the new industrialism and they both agreed in expec mg » 
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thf capitalistic transition would brin^t a milleniun for all. T)i i capitalistic 
transition was as great a revolution as any could be, and it was natural that the 
philosophers of this revolution would expect more frore it than would appear war- 
raatable to one who made a study in retrospect. It was this that explained why the 
English clessicols of tfie nineteenth century were not influenced by any considera¬ 
tion about justice between classes or why List was not influenced by Sismondi's 
'Nouveaux Principes* published in 1810 or Proudhon' s '^^e*est*ce que la Proprii^te', 
which appeared at the same time as the 'National System of Political Economy*. 


It was the same enthusiasm about the expected benefits of the industrial revolu* 
lion that datzled the a>es of Hanade and made him blind to the repercussions that 
might follow. In a world lit by brilliant sunlight he could not discern any black 
specka or spots.fie believed in industrial capitalism witfi the passion of a pioneer 
and the zeal of a reformer which made him regard all criticism of the new indus¬ 
trial system as attempts to ruin a good cause. 


To him the only problem was the problem of development and this development in it¬ 
self appeared so desirable to him that he did not consider it worth while to take 
the possible evils into eonsideretion. He complelely brushed aside all pessinistr 
and tried to create a public opinion and induce a Stale policy that would moke in- 
dustrialisation possible. It is noteworthy that in hia'entl.usiasm for industrial 
development, he alloed many of the vital eeonomie .(uestions of his tine to escape 
h»s notice. He *aa .riling at a time -hen the silver situation had come to a cli- 
ma« and the Government -as looking for heroic means for .saving the Hupee from de¬ 
preciating further, Ranade -as not apparently much interested in these currency 

r*L' 'a ‘’••'•‘‘''e “"<* of Pol-I.c finance.Schemes for a Cen- 

tral Rank of India had been coming off and on throughout the second half of the 

I^elur^ ”*"*’'* !**“'** interest in all this. 

In course of i.o decades, preceding the -riling of his essays, the financial ar- 

[hefnoild rr*" '“‘i ►'eer. entirely remodelled but 

siasm for any problem that did not appear to hirto*h*^d enthu- 

speedy development of industries. ^ ^ directly connected -ith a 

- this respect might be conVidVredTs^T^^^^^^^^^ V* 

of • pUnning Board seeking to rat iona^l ia*, t kf basis for the work 

trolled economy, He constructed e conceotusl / ^Unning system of a ^tste-con- 
poacs. On the one hand, i^po'se; .'"""Irlf'r'Tr'serve two pur- 

■nd investment, communal consumpt ion*Vn7’income“ d*‘r^" K ***‘'‘8 

the authority to formulate a conceptuallv s.tT f '“'7' 

the economy; on the other hand the an.lyl,! e« ^Ki 

gtven ends. These implicslions -ere »K..• the implicstions of the 

P>*nMng scheme -hid. might appronimste the '''* 'obstruction of a 

"•"•de's particular conceptual 7r.-elorJn.a\. Ho- useful 

.... - - ------- 



>n formulating his economic moJel. but he gave a synthetic body of ideas consist 
ent -itl, one another and a »ell-defined line of approach, and he left suggestions 
tl>at are even to-day capable of being -orhed up to yield very valuable conclusions. 

nanade believed that the prosperity of a nation .as great not in proportion to 
the accumulation of .ealih.but in proportion to the accumulation of the productive 
forces. By productive forces he meant the causes of .eallh -hieh assuredly must be 
something very different from vealih itself. The l8*s of the Slate and its public 
institutions, science, arts, and culture, means of transport, were, according to 
him. bountiful sources of productive force. 

Hanade believed that the free trade doctrine «as untenable in Indian conditions.lle 
did not believe that protective duties should serve only to establish a monopoly 
for the benefit of industrialists at the cost of the nation. According to him. the 
infant industries that were fostered by protection provided, in course of time, 
energy to the entire aggregate of the national industry. He believed in the mu¬ 
tuality of economic life, in the interdependence between agriculture and large- 
scale industry- Large-scale industry was a customer of agriculture and, in this 
respect, Banade came to the same conclusion as Thiinen and Friedrich List of Ger¬ 
many in the belief that a large-scale enterprise close at hand was the most natu¬ 
ral patron of agriculture. For Hanade. however, free trade remained an ultimate 
idea). But before a free trade system could work in a natural way. the backward 
nationn mu.st advance in industrial development until they stand on an equal footing 
with the most advanced ones. Thus.though an advocate of protection. Banade accept¬ 
ed the theoretical kernel of the free trade doctrine which he considered only rea¬ 
lisable between nations on the same economic level and. therefore, able to com¬ 
pete on equal terms. An agricultural state surrounded by highly developed indus¬ 
trial states could not possibly establish thriving industries. He realised the ut¬ 
ter need for experienced entrepreneurs, customary markets, trained workers, an 
abundance of capital seeking investment, and an excellent transport system in un¬ 
derdeveloped countries like India as preconditions for economic development. On 
the otlier hand, he held that it was unquestionably an error to suppose that the 
English and other European nations were pre-destined to undergo far-reaching in¬ 
dustrial expansion. If only for the reason that the nations passed through various 
phases of economic evolution and passed through them at different times, it seemed 
to Banade absurd to suppose that one and the same economic principle could be ap¬ 
plicable at all times and to all people. 


Tlie modern Indian economics might be said to mark its rise in the writings of M.G. 
BanaeJe. From the rime when he began to publish papers on economic subjects in the 
.Journal of the Sarvajanik Sabha in IB78. Banade linked Indian Economics to the 
* one question’ - the problem of Indian poverty. From Banade onwards Indian Econo¬ 
mics set out by bring a systematic study of social welfare in itsmaterial aspects. 

Banade clearly saw that Indian economics must be studied historically and induct¬ 
ively and that it was not sound procedure to build a system of dogmatic conclu¬ 
sions upon the postulates of individual seIf-interest and unrestricted competition. 
Acknowledgement of relativity and admission of the claim of collective welfare 
over individual interests had become the principal features in which the newer 
economics d i f fered from the older school. In this way Banade showed that the dog¬ 
mas relied upon by those who opposed his solution of the poverty problem were now 
discredited by the modern science. Therefore, the dogma of the territorial divi¬ 
sion of labour could not be appealed to in order to confine India to the production 
of raw materials and to bar the way to a diversified industry;the dogma of Iaisset 
faire could not be appealed to prevent whole-hearted government action for the de¬ 
velopment of industries. The dogma of unearned increment could not be the reason 
to prevent reform of the land revenue system; and the dogma of the limitation of 
the State's functions to law and order could not be appealed to so os to hinder 
the State from taking care of national needs in all matters when other means were 
likely to be less effective ond oroTiomica 1 . 


Hcfore all* Ranade was of outstanding inportance in tha history of Indian economic 
thought for his method, lie va$ little concerned with s ys tcrna 11 sed investigation 
rigidly confined to the theoretical plane. Ily flva^tnn his vieas on the exchange of 
goods between various national economies on the ^tate of economic development in 

eaeh.Ranadc advanced beyond the atomistic outlook of tfie English classical school. 
Methodologically, this procedure was rounded off by the introduction of the con* 
cept of the concrete cultural community and institutionalism as contrasted with 
the idea of unre.si r icted competition, free enterprise and individualism. In addi¬ 
tion to this achievement .Ranade's work posse.ssed a deeper signi ficance which rested 
on its social philosophy, lie gave the first systematic statement of the disharmony 
of aocial interests and stressed the welfare of the collectivity over that of the 
individual, flis economic analysis demonstrated an opposition and conflict of so¬ 
cial interest. Ranade himself di«l not attack the landed interest; opposition to 
the landlord was still not the supreme aim. which it was to become in later days 
M. lived in. «n.l tho.iKht »n tern, of. thai trensitionsl nineieenlh-ccnl.iry society 
in India .bich l.ad its industrial eapitalisai. but in .hich industry .as not suf¬ 
ficiently developed to be pre-occupied «ith capital accumulation and large-scale 
industrialiaaiion. Capitalist production .as the foundation of the ne. society 
•bich Ranade visualised for India: everything else rested upon it 


The importance of Ranade .as that of a very great scientific pioneer. He succeeded 

nn«L‘f.“? *"h r i!" categories of Indian eco- 

nomc life. He left cn his successors many unsolved problems, but he had also in- 

?LIhJ ll\ lod i d economic 

develiL^rcoufr 1 n" iMcrest in problems of economic 

aeveiopnert could claim Hanade as its founder. 
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Chapter V 

Gopalkrishna Gokhale 

Cokbale waa bora m Eolhapar. Be took bia B. A. io 1884 aad i^aa admitted to th« 
Deccaa Bdocatioa 8o<iet;. Be jotoed tbe Boaba; Fer^aaaoa College where be lectored 
oa Bagliab literature aad Matbenatica. Later be alao occopied tbe Cbair of Bietory 
aad Folitieal Bcoaoaj. la 1887, be becaae tbe editor of tbe Joaraal of tbe 
Sabba of Fooaa wbicb performed tbe foactioa of foraiag public opiaioa 
eapeciallp oa qceatioaa of ladiaa Ttnaace aad ladiaa Adaiaiatratioa. Ta 1897, be 
eiaited Baglaad to give endeace before tbe Velbp Comaaioo oa ladiaa eipead- 
itare. la 1900, he waa elected waber of tbe Boabap Legialatiee Coaacil* In 1903, 
be becaae a Heaber of tbe Vicerop*a Bxecattee Council. He wan elected President of 
tbe Indian National Coagrena in 1905* Be died la 1915. 


1. No economi9t in the period under consideration vns more subtle or colourful than 
Gopalkrishna Gokhale. He »as a classicist by training; a mathematician by incline 
at\on;Qn economist and statistician by necessity. He «as, moreover, unquestionably 
the truly cosmopolitan economist of his generation. But inspite of all his 
erudition and originality, «e must consider Gokhale • as he considered himself - a 
disciple of Ranade. Hlierever Ranade is silent. Gokhale must be assumed to speak. 

An excessive veneration for Ranade and, for that matter, for all the 'high author* 
ities' had a heavy incidence on his o*n theories. But this intellectual humility, 
for it was nothing else, did not make his pronouncements slipshod or sketchy. 
Whether it be the theory of money or rates of interest or Indian exchange in 
particular.or general reflections on economic and financial policy. Gokhale shoved 
himself to be a supreme craftsman of exposition. Nor was Gokhale a blind imitator 
of his masters.Almost all his pronouncements on economic affairs had a modern ring 
about them. Gokhale's reading in the literature of economics and finance was vide 
and uptodate and enabled him to formulate definite principles of economic reform 
and policy. His advocacy of financial and economic reform bore fruit as much as 
the earnest and persistent pleading of an Indian member of the Viceroy's Council 
at that time could bear it. The finance statements and the proceedings of that 
Council are ample testimony to the fact that he was the greatest authority on 
Public Finance of his time in India. 

2. The Background : 

The period under reviev vas marked by a nev*born popular enthusiasm and vitnesseJ 
the agitation for reform started by the Indian National Congress. From the point 
of finance, it vas a lime of great stress and additional taxation. Lord Lytton s 
(1876*'BO) regime vas marked by videspread famine,the prosecution of sn aggressive 
military policy on the North-Western Frontier and by the consequent financisl 
embarrassment, aggrsvated by a fall in exchange rate. In 1877-78, famine still 

raged in South India. 'During the folloving three years the Government had to meet 

the hesvy expenditure of the Afghan War which amounted to over 16 crores .exclus¬ 
ive of a contribution made by Fngland, while in 1078-7^, there *** ® further a 
in exchange’. ^ For three consecutive years, there were heavy deficits- Rut wit 
the advent of Lord Ripon as Viceroy came a brief spell of financial prosperity. 

revenue jumped up with a bound and when the Prov inc i a I Settlements were revise 
in 18B2-'8$, assignments to provincial governments were increased and taxation was 
reduced in the United Provinces, to the extent of 24 lakhs- But s wave of c icits 
and depression came on again and enhancement of the burden of taxation fo owe 
In 1884, the finances were in practical equilibrium but two of the following years 

shoved a heavy deficit and in the remaining two. a amoll surplus wss **^'**^^ ^” 

by the suspension of the famine insurance grant. The Midraa Famine of 1077 e 


1. All figures are ia Bapeea. 

2* Iwperlal Oaietteer of Ipi4i4, Vol. fV. 
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Lord Lylton’s government to create, by imposing ne» taxes, a [-amine Relief and 
Insurance Grant. The object of the Grant was declared to be the provi.aion of an 
annual surplus of a crore and a half for Famine relief and Famine insurance. To 
the extent to which in any year the amount was not spent on relief, it was to be 
Spent solely on reduction or avoidance of debt.A pledge was given that the proceeds 
of the new taxes would not be expended for any other purpose than the one stated. 
And yet the grant was often su.spended for meeting deficits. Lord Dufferin (1884- 
•88) was the Viceroy and the policyof the Government of India as of the Government 
in England was dictated by a spirit of imperialism. The financial situation of the 
tine was vividly brought out in the following passage: ']n 18fiS occurred the 
Panjdeh incident on the Russo-Afghan border and the conquest of Upper Burma. The 
inoineni danger of war with Russia involved an outlay on military preparation of 
two crores and the Burmese war cost AO lakhs. In neither case did the matter stop 
■ ith initial expenditure. The progress of a great European power towards the borders 
of India made it necessary to reconsider the military position. The army was 
increased and larger sums were spent during .several years on strategic railways 
and fortifications and other works on the frontier. The restoration of order in 
I'pper Burma and the administration of the province also emailed s large net outlay 
until after several years the newly acquired territory began to develop ond its 
revenues to expand The arrangements so carefully elaborated during Urd Lytton's 
Viceroyalty broke down under the strain of this accumulated expenditure and re- 
course was had to fresh taxation. In .lanuary 188A. the license was converted into 
or. non-agrieultural incomes in excess of Rs .SflO per annum and in 

1.1a a ! necessary to enhance the salt duty from Rs 2 to Rs 2-8-0 a 

n«und And to impose an import doty on petroleum*.*^ 

il!‘!hrc*nime'‘V^r ‘ vibrated through the class of educated people 

December 1885 it\h‘”i.' c Congress was held in Bombay in 

Ueeember 1885 in the beginning of which year Cokhale had joined the Deccan 

Education Society of which Ran.de -as also a member. This very first LnVre^ 

iigsililii 



n-ance Committee of 188^ -11^5^“^ III 'I "I" «f ^he 

its members was announced bv th V ” President and Mr R.nade as one 
to devising economies The rec^ Viceroy to enquire into expenditure -ith a 
‘he gnvernmenl 'o face the’ /i’’* ‘h' Committee could not enable 

India, •TKai ' n of the then Secretary of State for 

^H^didly atned that i * appointment • a„d he 

than expected' Mr wVstl.od T revenues of India , heavier 

void Urd D«fferin‘3 Government decided t: fu;',; 

*•>» open but they were examined w^d o" There were olheJ 

“enoxy and retreLhmenr rejected as unsuitable. It was felt that bv 

‘hn were «ot l.rge saving might have been 

those who were .bl^ to b"aT‘h'^ ’''/*"■ «>• tax falling 

’• l^erjal Gaxetteer, Vol. IV. 



pleijged against increasing the burdens of the mass of the population and in favour 
of taxing the rich and the well-to-do. Assurances had also proceeded from high 
«|uarters that there would be no further addition to taxation in India. But inspite 
of all this. Mr Westland, the Finance Member thought the enhancement of the duty 
on salt was the only practicable and the least objectionable source of revenue 
that could be tapped by Government.The increase was expected to bring in an extra¬ 
revenue of 16 million rupees. No tax in India had been more strongly objected to 
as oppressive to the masses than the duty on salt which was a necessity of life 
With the poor. And the first measure of relief to the tax payer. Gokhale urged, 
was the reduction of the duty. 


Though the commercial and other interests would be up in arms against any proposal 
to increase the burden of taxes of the wesithy. they were indifferent as to the 
imposition of a burden upon the shoulders of the poor classes. Before I8*)2. there 
were no elected representatives of the people in the legislative councils and there 
were consequently no serious budget debates. The peoples* views did not find 
adequate expression in the Councils and in the case of the enhancement of the salt 
duty in 1081. even a formal assent of the Viceregal Council was not necessary. The 
Indian Salt Act of 1882 had conferred upon the Executive government of the day an 
extensive and enormous reserve of taxing power under legislative enactment by which 
It could at its own will and pleasure at a moment's notice add to its current 
revenues what was required. As Mr M.V. Joshi wrote on thi.s question then, *The 
course adopted by the Government is that of working along the line of least 
resistance. They dare not touch the import duties; they dare not ask the English 
Government to bear the part of the expenditure incurred to keep forward English 
interests; they will not reduce expenditure lest the services rebel; they, there¬ 
fore. come down upon the silent millions who cannot speak and leavy a poll tax of 
2 annas per head by raising the duty 2$ per cent'.^ This measure created great 
dissatisfaction in the country and a reduction of the salt duty was pressed upon 
the attention of the Government from year to year till they thought it fit to grant 
the relief in 1^03 when the surplus in the overflowing treasury left no excuse for 
withholding the reforms. At the Calcutta session of the Congress in 1890, Gokhale 
spoke in support of a resolution pleading for a reduction of the duty on salt. 

<b) The cotton Duties: 

Before the Mutiny.there was a general import duty of $ per cent on all commodities 
coming into the country. It was raised during the next few years in view of the 
heavy expenditure the Government had to meet. But very soon the tendency commenced 
towards lowering of the tariff so that by the beginning of the last quarter of the 
I9th century the import duties stood at 5 per cent. About this lime, however, *the 
question of abolishing the customs duties began to be discussed. The Government of 
India desired to give the fullest play to free trade principles and the Lancashire 
Cotton manufacturers, finding a serious competitor in the growing Indian industry, 
were pressing for the removal of the artificial advantage given to the latter by 
the 5 per cent duty* . ® The House of Commons passed at the instance of the Lancashire 
manufacturers, a resolution in 1877, to the effect that ‘in the opinion of the 
House, the duties now levied upon Cotton manufacturers imported into India, being 
protective in their nature, are contrary to the sound commercial policy and ought 
to be repealed without delay, as soon as the financial condition of India will 
permit*. Lord Salisbury who was then the Secretary of State, pressed upon the 
Indian Government the urgency of a repeal of the import duties on Cotton goods an 
Yarn on the ground that they had a protective effect, and Lord Lytton's Government 
was prepared to submit to all the British demands unconditionally, though they 
were strongly opposed by high officials and the public in India. In 1670 and 187 , 

certain duties on cotton imports which were supposed to have an unfavourable 
effect upon the Lancashire industry, were removed. ‘The duty was actually repea e 
when Southern India had not yet recovered from the Madras Famine of 1876, when ne* 


4. M.V. Joabi, quoted by Rale, "Gobbale aad Rcosowic Reforwa** - p. 23. 
0. l^eriU Caaetteer of ladla, Vol. IV. 


c« 99 es Oh land had recently been a<i<led to the land revi-nue; when the Faeiine in¬ 
surance fund created by special tax«*a had dtaappeared. when the e^titnat^d budget 
showed a deficit; and when tr«ubl**s and a vast expenditure in Afghanistan, brought 
about tn quest of a scientific frontier, were inpendi ng ’ . It was not wise tn fiave 
sacrificed a large source of revenue cxpen.illy at a time of falling exchange, 
recuffih^ famines and growing militarv expenditure. Who'll financial prosperity 
temporarily returned under Lord Kipon. the Government abolished the rereaining 
import duties in a fit of generosity. For the twelve yeiirs no fresh 

ioiport duties were I ev i cd. except a .small duty on petroleum m Ifir.ft.Bvl the falling 
exchange and rising military expenditure once more forced the Government to resort 
to fresh taxation. In 1894. they wrre confronted with a deficit of about 20 mill¬ 
ions and as the other method of filling up the void were considered a.s impractic¬ 
able (The Herachell Committee having pointed to the customs as the only source 
arsilahlel. a duty of S per cent ad valorem was imposed on all articles with a few 
exceptions. Cotton yarns and fabrics were, of cour.se, exempted to satisfy the free 
srade conscience of Lanca.shire intere.sts. To the popular outcry against thi.s 
measure. Lord Elgin, in passing the Tariff Act in March 1894. threw out a hint 
that it was not a final arrangement. In December of the same year, a fresh Act was 
passed subjecting Cotton fabrics and yearns to e j per cent duty, but propitiating 
Manchester, at the same time, by imposing a countervailing excise duty of S per 
cent upon Yarns produced in Indian Mills which, it was thought, would compete 
unfairly with those of Lancashire. The British manufacturing interests were not, 
however, satisfied and they clamoured for more favours. Lord George Hamilton who 
had, on the accesaion of the Conservatives to power in 180$, became Secretary of 
State for India, urged the Indian Government to modify the Tariff so as to give 
Lancashire no ground for compi amt. Urd Klgin's Government, accordingly introduced 
mo the Viceregal Council, next year, the Indian Tariff Amendment Bill and the 
Cotton Duties Bill, which imposed a Vi ^ duty on all woven goods and exempted all 
yarns but which still subjected all cotton goods produced in Indian Mills to a 3'j 
per cent duty. The measure met with strong opposition from all sides and wax 
condemned by officials and non-o f f ic i aU . Furopeans and Indians. As an instance 
of fiical injustice, the Indian Act of 189r.. is unexampled in any civilised 

tU I Th. duty remained „ , ncn,orwJ of 

the sMbordinetion of Indian »nt«ro«l» to those of Lancashire and of the fiscal 
dependence of ih. Government of Indio on the .ill of the Secrelarv of Stale -hose 
policy -as s»ayed by extraneous considerations and out-dated theories, 

(c) The land revenue problem: 

^e could not expect to have in India a uniform system of land tenure As the 

revenue HT, British rule, the method of assissin* the 

•nd in different J’avs'^Th "'^ * cultivators, -as fixed at different times 

rise to various tUies and /Zholders of land gave 
fix thwm A^t ^ V UA f generations for the Government to 

recognised pL"^e'toVs of' ' Til’"''''*'' *"*' Madras, the State 

of the country '.r demand ? P^o-nontly fixed, in other parts 

revenue -a, to taken f L *** periodically and the 

system of permanent ie!tem 1 \'‘t ’ ' oniertnined by high official, that the 

«t.te might deal here .iU V/ 1 ^ country and thnt\h; 

Bengal system as ideal ^‘-"d-r a* ,n Northern India. Some looked upon the 

vbHF-"“i: 
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held that the permanent settlement was a mistake, which had lost to the state an 
increasing source of revenue and ought not to be repeated elsewhere. It was also 
urged that in dealing direct with the cultivator, the state in its capacity of 
landlord, would confer a boon upon him by preventing a large part of his produce 
from being intercepted by a middleman Landlord. The various systeits of land tenure 
and land revenue settlement, were thus steadily evolved and definiteness and 
permanence were imparted to then. There was no question as to the right of prop¬ 
rietorship of the Zemindars in Bengal. Madras and elsewhere as it had been defini¬ 
tely recognised by the Government. That right in the case of Ryot-wari parts aas 
equally indisputable;but advocates of state-landlordism often had doubts about it. 


Some people neither wanted a permanent settlement nor a revision of settlement at 
abort intervals. They would only eliminate from the temporary settlements all 
elements of uncertainty and inquisitorial enquiry. This principle inspired the 
despatch of Lord Ripon of 17th October 1882. *Hia object was to give the agricult¬ 
urist in assurance of permanence and security, whilst not depriving the state of 
the power of enhancement of the revenue on 'defined conditions'. Men like Canning 
and Lawrence had held that the land revenue should be fixed for ever, leaving to 
the people of the country all future increase in the profits of agriculture. Other 
administrators had held that the state should claim an indefinite increase of 
revenue from the increasing profits from agriculture. Lord Ripon's scheme met with 
the views of both schools. He left the door open for a continuous increase of land 
revenue with the increase of prices. At the same time, he offered to the cultivat¬ 
ors what was virtually a permanent settlement of the land-revenue as'rep resented 
in produce*.^ Lord Ripon's principle was not definitely accepted though the Secre¬ 
tary of State laid down certain rules in connect ion with assessments. The question 
was once more raised at the close of the last century by a number of prominent 
retired civil servants who submitted a memorial to the Secretary of State for India 
offering five suggestions to make the rules of land administrations definite and 
clear and more helpful to the Indian cultivator. They urged that (i) the land-tax 
should not be revised in any province within thirty years of the expiry of a former 
revision, (ii) where the land-revenue was paid by landlords, the Government demand 
should be limited universally to one half of the actual rent or assets of the 
landlords, (lii) Where cultivators paid direct, the revenue demand should not 
exceed SD per cent of the value of the net produce and should not ordinarily 
exceed one fifth of the gross produce. <iv) When revision was made, the assessment 
should not be increased except in cases where the land was increased in value (a) 
in consequence of the improvements in irrigation carried out at the expense of 
Government or (b) on account of the rise in the value of produce based on the 
average prices of the thirty years preceding such revision and (v) the rate of 
local cesses on the land tax should not exceed 10 per cent, the Bengal rate of 6^ 
per cent being a fair one. 


Gokha le ' s 


Views on 


taxation naturally reflected and followed from his cannons of 
public expenditure. Here again it was pissible to trace an evolution of thought in 
Gokhale. !n his speech on the budget statement in 1902, he sought to anticipate 
the criticismof an apparent contradiction between his advocacy of both a reduction 
in taxation and an increase in expenditure by pointing out that both woul e 


possible if military expenditure were cut down. He was against any increase 


the 

level of taxation, which according to him was already high enough. 
taxation was, according to him, fixed and maintained at an unjuatifiably '8 
level and higher than the circumstances of the country justified. '^m^nd 

spending on the nation-bui Iding activities of the government, he would 
increases in taxation. Taxation imposed and earmarked for such purposes wou f'c® 
with Ins approval and Gokhale raised no objection to increases in taxation 
tobacco and drink or to other taxes if the proceeds would go for financing out y 
on sanitation, public health and education. 


9. B.C. Datt, *'lDdia Id th^ Victorias Age** - p. 137. 



In thr sph*rre of taxation Tiokhol^'s mam concern to li“sH#*n tl«»‘ *^11 the 
poor and to ndkn ih#* tax system morr rquitabl? as brtwoen diffrr^'nl cla.sx»»s, Aa 
I t vas, tt «'i2i too r** .x.x I yr atid tbr burden fell too heavily upon the poor. ^(0• 
■here «os the burden of taxes on land so heavv as m India, said Gokhal**. The poor 
aIko coiitrihuted the whole of the excise tax.and the salt tax was a great burden. 
In pleading for a reduction in salt duty, he enunriated a sound principle of ta¬ 
xation well worth noting', *The soundest and best policy would he to raise on ex¬ 
panding revenue on an exp.mding consumption under a diminishing scale of dutie.s’. 
The implication of this principle was undoubted Iv far-rea<h1ur. It implied that 
the ultimate basis of all taxation was not the multiplication of levies nr their 
heights but the general level of economic prosper 1 tv. 1 nprove the »<<alth and pros¬ 
perity of the people And the problem of taxation would solve itself - that was 
Cokhale's principle. 


Me va$ mainly concerned with the reformation of the system of taxing lands in the 
ryot-wari tracts rather than the introductinn of permanent settlement. On the 
question of permanent settlement. Gohhale'.x lukewarmness was justified h> later 
developments in public opinion. Few were found to endorse the powerful plea put 
forward by R.C. Dutt and echoed hy nearly all contenpurary writers to effect per¬ 
manent settlement all over India. The Floud Commisvion in Rengal had driven tha 
nails on its coffin and the xemindary system was regarded as an anachronism under 
modern conditions where the choice was said to be between peasant farming and 
cooperative or collective farming. 


In pur}uranc« of Ins general principle of lower taxe*. Uokhalc supported the re- 
novel of cotton e.cse dune, on the ground that the consumers .ere lut hy these 
duties. Indeed he went so far a, to say that 'if „ ihe case that these excise 
duties fell on the producers and not on the consuners, I .ould not stand up here 
to support their abolition today-. Gokhale here, ho.eier, failed to distinguish 

^hc duTv'^'ehTb' ''‘'Ij'"'* effect.. Although the incidence of 

1 b^ 1V \ the producer undoubtedly affected adverse¬ 

ly by 0 duty which would euh-r lie.it his profit or the expan.sion of his firo. 

Sl“bl»c Expenditure. Currenc y -Systee. and Financial flefoee.. 

(a) The Helby Commission* and Cokhale's position vi, a yi, 

VI uiiia. M noyai (..ommiasion was appointad m IPOC w 

the President of the Comm,,/. ^ *"* «nterc,ted-. Lord Welby -a, 

Mr William S. C ine endT Oad KK ^bers .ere Si r VV.ll.,m Hedderburn, 

ficial witnesses from Calcutta Madras aL R s»>or. heard four non-of- 
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thods of collecting revenues and disbursement were gone into and the relations of 
the Finance Member to the Viceroy and the Secretary of State as well as his do- 
wers were examined. The Commission found a few drawbacks, but was, on the whole 
satisfied with the machinery and its working. In England, the auditors of the Na¬ 
tion $ accounts were independent of the executive government but on the question 
of rendering the Indian auditor and the Comptroller-General equally independent, 
the Commission was divided, the change being opposed by the Government of India on 
the score of expense. The Commission, however. was inclined to the view that Indian 
accounts esch year be laid before British parliament after being examined by inde¬ 
pendent Committee. (2) On the second point, the Commission entered on an elaborate 
enquiry into the growth of expenditure. For this purpose, it started with the year 
1861-62 till 189S*96. This period was divided into two parts, the first one of 23 
years, (1861-62 to 1884*8$) and the second covering 11 years (1884-6$ to 189$-96). 
With the help of figures.the Commission endeavoured to arrive at the normal growth 
of expenditure and it came to the conclusion that the increase of revenue had been 
great in proportion to the growth of population and that but for the heavy loss 
entailed by unfavourable exchange, the revenue sould have been larger than expen¬ 
diture and even provided a balance for reduction of expenditure. The Commission's 
findings were similar as to the public debt, the cost of the collection of revenue 
end the apportionment of charges between England and India. Regarding cost, they 
recommended a small relief to the Indian treasury out of the British Exchequer. 

(li) The Minority Report. 


A minority of three members of the Commission disagreed with the majority on cer¬ 
tain fundamental points and several of their recommendations. They stated that the 
enquiry of the Commission into the growth of expenditure was most perfunctory and 
that it had accepted the conclusions of the official witnesses. Additional burdens 
which weighed heavily upon the people, such as the enhancement of land-revenue had 
not been taken into calculation and therefore the figures given in the report were 
to that extent vitiated. Again, the attempt of the Commission to arrive at normal 
expenditure was futile as. India not being a self-governing country, there could 
be no natural adjustment in her case between expenditure and public needs. The 
people had no voice in the sanctioning of expenditure and the raising of revenue 
and the real and urgent needs of the country were not met for want of funds, lender 
these abnormal conditions, the test applied by the majority of the members of Com¬ 
mission was fallacious. As to the apportionment of charges between England and In¬ 
die, they had unnecessarily restricted the scope of the enquiry to a few minor mat¬ 
ters. The objections of Mr Dsdabhai who had protested against this procedure were 
not paid heed to and no importance was attached to hia evidence. The minority re¬ 
port acknowledged the poverty of the people and the impossibility of taxing them 
further. Salvation, therefore, lay. in its view, in economy and retrenchment which 
could be achieved largely by the substitution of Indian agency in the place of the 
existing costly European agency. Simultaneous examinations in England and India 
for recuitment of people for Indian Civil Service, approved by s Committee of the 
India Office in I860 and by a resolution of the House of Commons in 18^3. must be 
fulfilled. A larger employment of Indians in the civil and military services would 
be productive of economy, efficiency and good government. Coming to the heads of 


enquiry, the report stated that there was no effective check upon the government 
of India. An independent audit like the one proposed would be of no advantage as 
the House of Commons did not vote the Indian Budget- The House of Commons took 
little interest in Indian affairs except when it affected Lancashire, and the side 
of the Indian tax-payer was not placed before the parliament. U. therefore, sug¬ 
gested that the House of Commons would appoint a Committee to scrutinise the fi¬ 
nancial condition of India. It recommended that (1) the non-official members of 
the Viceregal Council should be made more directly representative of the people 
(2) that the Council should vote in the budget and (3) that Indians should be no- 
minated to the India council. Proceeding to consider the position of provincial 
finance.the minority report drew pointed attention to the fact that a 1'®*' • *har€ 
of the revenues of our country was absorbed by the imperial government. The pro¬ 
vinces did not enjoy financial independence and there was no stability or conti¬ 
nuity in their financial arrangements. The sense of responsibility wss not deve- 



l^ped in the provincial government* and the original obj#«ct of decentr a I i si ng fi- 
nance •»« frustrated. The oiinori ty. there fore, recommended a scheme, which hod been 
put forward by the Finance Committee under which there would be no divided heads, 
which would be either wholly imperial or provincial. Provincial surpluses were to 
provide for central deficits before increased expenditure could be undertaken by 
provincial governments. Lastly future growth of revenue was to be equally divided 
between Central and provincial governments. As to the apportionment of charges be¬ 
tween England and India, they should he equitably divided as between two partiier.s 
and not as between master and dependent. The three Commissioners clearly indicated 
the defects of the existing financial management and suggested remedies. 

The report of the Welby Commission caused widespread disappointment in India Its 
recoamendattons were not calculated to give much relief to this country and the 
oain object of Us enquiry so far as the Indian public opinion was concerned was 
not fttatned. On the other hand the really larger questions of the reduction of 
the India debt, reduction of the Home Charges and of taxation and reduction of the 
military expenditure remained untouched. The duty of relieving the Indian tax- 
payer of the burden of a heavy and excessive taxation remained unfulfilled'.*^ 


(b) Financial control. 

Cokh.U n..i«i.in,d that the machinery of financial control m the country -a n>o,t 
defect,,*, o.ing to th* fact that .hil* in th* I’n.tcd Kingdom and th* Colon.*, 
public eapcnditgr* -as administered under the control of the tax-payers in India 
other intereaie -ere often deemed to b« quite of eoual imnorta^ee 2 .1 
time, .llo.ed to take precedence of the interests oJ 
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tered'.^^ The result was that millions had been spent on objects *hich did not ad* 
vance the welfare of the Indian people, while measures which could have secured 
the true well-being and prosperity of the people had been very much neglected. The 
Government of India, constituted as it was then, could not be much interested in 
economy. Almost all internal administration having been made over to Local Govern¬ 
ments under the decentralisation scheme, questions of foreign policy. large public 
works, and the military questions absorbed the whole attential of the Government 
of India. 


Gokhale was not content with indicating the defects of financial machinery. He sug¬ 
gested remedies, the first of which *ss that the Indian budget should be passed 
item by item in the Legislstive Council. The second suggestion was to estsblish a 
Committee of Control in England which was to hsve no powers of initiating expendi¬ 
ture but was to take cognisance of all appeals addressed to it by the non-official 
members of the Viceroy*s Council and which might also call for papers of its own 
accord and exercise general control of the administration of Indian expenditure. 
The plan did not in any way affect the directive and executive powers of the Secre¬ 
tary of State or the Government of India, but provided only for a reasonable amount 
of control and was calculated to enable tbe representatives of the Indian tax¬ 
payers who could thus mske a complaint in a constitutional manner. The third reme¬ 
dy lay in an amendment of section SS of the Act of 1858.which enacted that 'except 
tor preventing or repelling actual invasion of Her Majesty's Indian possessions, 
or under other sudden and urgent necessity, the revenue^ of India shall not, with¬ 
out the consent of both Houses of Parliament, be applicable to defray the expenses 
of any military operation carried on beyond the external possessions of such fron¬ 
tiers by Her Majesty's forces charged upon such revenues'.This clause provided 
a guarantee for the sanction of Parliament for the diversion of Indian revenues 
from their legitimate use; but it did not give a guarantee against the missppro- 
priation of Indian revenues for purposes unconnected with India’s interests. Gok¬ 
hale insisted on s statutory provision that except in the case of an actual or 
threatened invasion, the revenues should not be used for operations beyond the na¬ 
tural frontiers of India. Yet another suggestion was 'that ns far as possible, In¬ 
dian Viceroys should be selected from among men who have earned a distinct posi¬ 
tion for themselves for their grasp of intricate problems of finance’. The con¬ 
nection of the Viceroy with the foreign department led to extravagant military ex¬ 
penditure and it was thus necessary that the department should be entrusted to s 
separate member of the Executive Council. These reforms were extremely modest but 
It must be remembered that they were offered at a time when the political horUon 
of India was obviously limited and the popular imagination had not yet learned to 
take bold flights in the higher regions of constitutional development. 


(c) Provincial Finance. 

n..fore IflTl. all financial authorily waa centralised in the supreme government and 
the local governments were merely agents collecting revenue for the ® ^ 

and espending shat aas given to them to meet provincial charges. They had. there¬ 
fore,no interest in economy and stimulus to re form. Lord Mayo initiated the measure 
of decentralisation in finance and handed over to local governments certain charges 
along with receipts from those specified heads.the excess ofprovincial expenditure 
over provincial revenue being made good by lump assignments from the supreme go¬ 
vernment. Lord Mayo expected that his scheme of decentralisation -ould lead to u 
economy, (2) increased responsibility on the part of local governments 
snee of sdministrstive difficulties and (4) the institution of ocal 
ment tending to associate the people .ith the ruler, in the . 

fairs.As local taxation was more convenient and the national expen i u -osi- 

ing. the provincial governments »ere to be left to improve t eir raise 

tion by economy and taxation.Municipalitiea and local bodies wye a ow 
funds by mean, of rate, but the provincial government, denied the power to levy 
taxes on their own account independently of the Supreme Court. 
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Th» provincial gorcrnncnts had no pooers of ind^pfnd^*ril taxation. Thoy coll^fct^'d 
revenue in their territories for the Central Governwent and were allowed to retain 
a portion thereof for meeting the share of expenditure for which the provincial 
governments were responsible. Receipts from most of the spending departments were 
taken by provincial governments. These financial arrangements were made semi-per- 
tnanent in 1904 and made permanent in 1011. before that at the end of every five 
years the Government of India made arrangements with local governments on the ba¬ 
sis of existing financial conditions. Rvery time the arrangement was renewed, the 
Government of Ind^ia tried to improve its own position by takings slice of the pro* 
vine iai revenues and leaving the local governments to better their financial posi* 
tion by economy or in other ways. There was thus an element of uncertainity in the 

whole position and the provincial governraenta were, by no means, pleased with the 

Centre eeeroaching upon their savings every five years. These governments, there* 
fore» became indifferent to economy and extravagant and fought among themselves 
and with the Government of India for a larger share of revenue. 


The financial embarrassments of the Government vx mui.. .. 

suggested the idea of decentralisation as a means of relief to the national ex* 
chequer and no opportunity was lost to add to the resources of the imperial go* 
vernment even at the cost of provincial governments. This was justified on the 
ground of the heavy responsibility which lay upon the supreme government for the 
defence and efficient administration of the country. Foreign policy, defence and 
the railways were in its hands.and these costly charges were reflected in its con* 
Slant financial difficulties. Lord Mayo’s scheme was further developed in ie77 and 
1882 with the object of giving the provincial governments greeter interest in eco* 
nomy and improved administration. The sources of revenue placed at their disposal 
were extremely inelastic.The weak point in the arrangements of 1871 was that while 
the charges transferred to the local governments had a tendency to grow the re* 
venue transferred, though not quite fixed, had little room for development. It was. 
therefore, decided to apply the system of provincial assignments of 1^71 to reve- 
nue also. What was intended was not giving the provincial governments power of U* 
cal taxation to enable them to expand their resources but to offer them direct in¬ 
ducements to improve those sources of existing revenue which depended for its pro* 
ducuveness upon good management. In the tisie of Urd Lytton. further heads of^x- 
and in moat provinces, land*revenue, general administration, la* 

I in addition to the .llotment of 
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In 1RP7. the system of Provincial finance as described, still prevailed and Cok* 
hale characterised the contracts as 'really one-sided arrangements practically 
forced on the weak provincial governments by the Government of India which is all- 
powerful in the matter*. As we noted above, it was the financial embarrassment and 
evergroing expenditure of the central Government which led it to make these con¬ 
tracts. Thus taking flombay we find that in 18B6*87. the last year of the contract 
of 1882, Its expenditure was about 4 crores, which had to be reduced by about 18 
lakhs in 1887-88. the first year of the next contract and it was not till 1891-92. 
that the level of 1886-87 was again reached when at the next revision, it was 
again put back. It was admitted from the outset that the contracts were not based 
on any fixed or intelligible principle. There was no unanimity in their plan and 
they did not impose ec^ual burdens on the different provinces. Another defect, as 
Gokhale pointed out. was that it operated as a check on the growth of provincial 
expenditure while it imposed no similar restraint upon the spending propensities 
of the Government of India. He approved of the remedy recommended by four members 
of Lord l)ufferin*s Finance Committee of whom Ranade was one. They had proposed: 
<1) That there be no divided department but that those departments of receipts 
and expenditure which are now wholly or almost wholly imperial or which it may be 
found convenient to make imperial, should be set on one side for imperial purposes 
and that the receipts and expenditure of the provincial departments should be en¬ 
tirely prov me i a 1. 

(3) That whatever the sum by which the Imperial expenditure exceeds the income 
from those sources of revenue which are not provincialised, that sum should be de¬ 
clared the first charge on the provincial revenues. 

(3) That the provincial surplus which arises from the excess of receipts over ex¬ 
penditure should be the fund from which, in the first place, all imperial necessi¬ 
ties should be met before any increase can take place in provincial expenditure. 

(4) And that as regards the future growth of revenue, it should as far as possible, 
be divided equally between provincial and imperial, subject to the condition that 
if the imperial exigencies ever required a larger share, the imperial share should 
be increased. This scheme was calculated to guard the interests of the provincial 
Governments while making ample provision for the necessitics of the Central Govern¬ 
ment. at the same lime imposing something like a check on its spending propensi¬ 
ties. It was calculated to place the Indian Financial system on a sound basis and 
to bring It more in line with the federal systems of finance in other countries 
such as Germany. Switierland, Canada and the llnited Stales. 


Gokhale argued that decentralisation of power would have to take place and the lo¬ 
cal Governments would have to be invested with powers of taxation. The present i 
nancial arrangements fitted in well with the idea entertained by the Central Go¬ 
ve rnment o f its own authority and responsibility. But it was the provincial Govern¬ 
ments who came in closer contact with the people and were called upon every day to 
face urgent problems of expan.sion and improvement. Their resources,there ore. o • 
hale argued.must be more elastic and more amenable to their own control.He pleaded 
that the existing arrangements would have to go and be replaced y ot ers more in 
consonance with needs and demands of the people.This was the essence of the reform 
which Gokhale advocated end the desire for provincial autonomy in the country was 
his making. 


The system of proving.I f.nsnce. .o.«gursted by Lord M.yo hsd m.ny shortcom.nga. 
U -as felt (.) th.t the period of rev.sioo. interfered ..th the cont.nu.ty of » 
.inctsl finance and that each re.iaion inrolsed a protracted and ^ 

.erst.I d.scosston ..th local Ro.ernment. and (2) th.t the ay.tem 
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•Bount of gro-ing r^vfftucs. -htth be«r# appro*imote!y thr same proport.on to th« 
provincial ex^rnd.turr as the iniperial share of gro-.ng revenues bears to imperial 

expenditure . 

With a fe* minor exceptions, the •ctool heads of revenue, impenal, provincial or 
divided were left gnehanged by the revision of mi. but the provincial shares of 
the divided heads #ere altered in accordance »ith the principles stated above. It 
«as found in applying these principles to the actual figures that the aggregate 
provincial expenditure represented rather less than one fourth of the uhoU while 
the imperial expenditure uhich included the arfty and the Home Charges was in excess 
of three fourths. These proportions »ere tshen ss the basis of the division of re¬ 
venue between imperial and provincial but numerous adjustments were made mainly to 
allow larger assignments being madetonorc baehward provinces and to permit provi* 
sion being made for various administrative reforms and measures of improvement.The 
scheme placed the local Governments in a favourable position at the start end the 
special grants were made to them for specific improvements. 


.The actual working of the <]uasi^permaneot settlements revealed the defects lurking 
in the arrangements which had been invested in 1904| with a large measure of per¬ 
manence and were not to be revised except under certain special and extraordinary 
circutnstances.On a review of the Decentralisation Commission's fleport, the Govern¬ 
ment of India would consider the whole question again, particularly as it had to 
adjust the arrangements with certain provinces soon after the settlements had been 
effected.In a comprehensive resolution.the Supreme Government reviewed the his¬ 
tory of the development of decentralised finance and explained the principles of 
the permanent settlements which were made with the various Provincial Governments. 
It was stated that the financial settlement with each of the eight major Provinces 
was in future to be permanent subject to the liability of the two parties to help 
each other in special emergenties.Certain rigid restrictions were imposed upon the 
provincial Governments in the matter of their balances;they were not to budget for 
a deficit in current revenue and expenditure unless the excess of expenditure was 
one due to a wholly exceptional cause. If for a special and temporary reason, any 
local Government had exhausted its balances, and received permission to overdraw, 
it would have to take a short loan from the Imperial Exchequer and pay interest on it 


These restrictions were accompanied by certain favourable features. In a good year, 
the local Corerntnenis .ould share in the surplus -hich the Imperial Governnent might 
distribute. Moreover, if the fised assignment of a province became unduly high it 
•ould be converted into a share of groaing revenue. Finally, the Supreme Govern¬ 
ment -ould not exercise over the budgetary arrangea.enta of the local Governments 
the same minute control aa in the past. ‘From . purely financial point of vie-.the 
i^ed,ate effect of iHeae changes -as to convert fixed assignments amounting to the 

Zu. "ari-Vh^f” t ^ """ “ ‘ revenue. In this -ay the normal 
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(3) As far as possible,Provmeia 1 revenues would be derived from portions of grow¬ 
ing revenues and large fixed allotments would not be made. 

(4) A further step had been taken m the direction of the provincial isation of cer¬ 
tain revenues. They were all important changes; but Gokhale doubted whether the 
new settlements would prove any more permanent than the last 

settlements or for that matter the old quinquennial settlements. According to him 
the real trouble was that the Government of India had at its disposal coo large a 
share of the growing revenues when its expenditure was confined to the Army and a 
few services which were directly under it. There was thus a tendency to spend more 
and more on the army and when surpluses accrued^ they were doled out Co the Pro¬ 
vincial Governments. These latter got into the habit of expectation of doles and 
the expectation of doles was most demoralising. Gokhale's proposal was, therefore, 
that instead of receiving its whole income from growing revenues, the Government 
of India should receive fixed contributions from Provincial Governments, ssy up to 
one third or one fourth of its revenues, the other two thirds or three fourths 
being derived from growing resources.He compared the Indian system of finance with 
those in countries like Switzerlsnd and Germany and urged that the process of de¬ 
centralisation should be completed and that we should advance from that to federal 
finance which should be the goal for India. 

(d) Public Expenditure. 

The enormous increase which had taken place in the expenditure of India was the 
main subject of the investigation to which the labours of the Welby Commission 
were addressed. The phenomenon of an unprecedented expansion of national expendi¬ 
ture was a feature of recent years in almost all Western countries and the mere 
increase, taken by it.self, was not necessarily open to any serious objection. But 
as Gokhale was very careful in pointing out, *while increased expenditure in other 
countries.under proper popular control,had, so far as we are able to judge, helped 
to bring increased strength and security to the nations and increased enlighten¬ 
ment and prosperity to the people, our continually growing expenditure has, in our 
opinion, under autocratic management, defective constitutional control, and the 
inherent defects of alien domination, only helped to bring about a constantly in¬ 
creasing exploitaiion of our resources,has retarded our material progress, weakened 
our natural defences, and burdened us. with undefined and indefinable financial 
liabilities*.*^ He then went on to trace the growth of expenditure on various heads 
snd subjected the enormous increase that had taken place in the cost of the army 
to a searching analysis and proved how the burden wss too much for shoulders of 
the people who did not secure a commensurate benefit therefrom. The army was too 
large for the needs of India and loo costly for its capacity. It entailed heavy 
annual expenditure which prevented Indian revenues from being devoted to measures 
of material and moral progress. 


Besides the financial loss involved in the whole system, Gokhale emphasised the 
moral loas also. This was a point which he never ceased to hammer because with it 
was bound up the elevation of the Indian people to the status of other people. The 
goal of British rule in this country, in his opinion, could be no other than the 
raising of India to the height of other members of the Empire and the aspirations 
and efforts of the people had always been directed to the attainment of that goal. 
In the words of Gokhale. ‘The excessive costliness of the foreign agency is not, 
however, us only evil. There is a moral evil, which, if anything, is even greater. 
A kind of dwarfing or stunting of the Indian race is going on under the presen 
system. must live all the days of our life in an atmosphere of inferiority, and 
the tallest of u.v must bend, in order that the exigencies of the existing sys em 
may be satisfied. The up — ard impulse, if I msy use such an expression, whic eve¬ 
ry schoolboy at Eton or Harrow may feel, that he may one day be a Gladstone l> 
son or Wellington, and which may draw forth the best efforts to which he 
ble. is denied to us. The full height to which our manhood is f J 

can never be reached by ua under the present system. The moral elev t 
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,,ery self-governing people feel cannot be felt by «s, Oor 

Htsry taUivta must gr*<iudlly di^appt^r. o*ing to d.sust, till at <>«r 

lot as Hewers of wood and drawers of water, in our own country, is scereotvp^<1 
It will be apparent from this how financial reform was associated m Cokhale's 
mind wuS the moral and material progress of Indian people. TH i s assoc i at i on o f 
economic issues with moral problems was not only characteristic of Cokhal^ and his 
greatest pupil Gandhi, but of the entire national movement. 

Cokhale spoke year after year on the evergrowing charge of the army. That charge 
has doubled itself in twenty years having risen from 17.') crores in lB84-‘flS to 
32.6 crores in lOOS^b. The Indian army was maintained at an extremely costly level, 
not for the simple purpose of the defence of India, but as *a main factor in the 
maintenance of the balance of power in Asia*. The range of the military responsi- 
bilities of India in Asia had been enormously extended and their burden was thrown 
upon the shoulders of the poor taxpayers of this country. This new and imperial 
definition of India*s position and responsibilities was calculated. *to stagger 
the people of this country*, for it meant that India's resources were to be unhesi¬ 
tatingly used for engaging in a race with European powers to absorb Asiatic King¬ 
doms. *The maintenance of the balance of power in Asia*, said Gokhale. 'is a mat¬ 
ter of Imperial concern; and for the Government of India to accept that responsi¬ 
bility is to impose upon this country a military duty and a military obligation to 
which she is utterly undtual and which moreover, it is unjust to throw on her*. 
And yeti in view of the developments which were taking place in Asia, the Govern¬ 
ment of India decided, on the urgent advice of Lord Kitchener, the Commander-in- 
Chief, to carry out his scheme for the redistribution and reorganisation of the 
Army at a coat of IS crores. So far as the financial aspect of the scheme was con¬ 
cerned. having regard to its great magnitude and lasting character, Mr Baker an 
official spoksman thought,they should have justified, according to the practice of 
moat other nations, in providing for it from loan funds: but the surplus in the 
Indian Exchequer were too tempting for the adoption of this principle and it was 
decided to make the necessary provision from current revenues. The total grants 
for reorganisation in 1905-1906 were to amount to more than 3ii crores per annum 
for the prosecution of the scheme till it was completed. When the scheme was fully 
carried out. the finance minister thought it would involve a considerable perma¬ 
nent addition to Indian expenditure in the form of recurring charges. 

It -as most unjust to the peopU of this country. Cokhale protested, to provide 
for the acheme of army reorganisation out of current revenues by yearly allotments 
and thus to keep up the high level of taxation for an indefinite period. The evil 
of large recurring surpluses was thus demonstrated to the hilt, end the helpless¬ 
ness of the people who hsd no constitutional power to control or influence the ad- 
miniatraiion of their finances by Government, was seen at its worst 


nctrenehment and economy was the watchword of Cokhale’s financial policy. Finding 
e iutle"atr i'*'’' b*'" growing up unrestrained? 

r.'tt\'y' I »»tuat,on in his Budget speech of 1910. 'The whole po- 
! X Uo^ ^Ke . 7* ’'7" -bile ai* crorca were remitted in 

5 cro7^„f Ld?? V' expenditure w., allowed to grow by 15 crores and about 

for on objects intimately connected JiVh thW *r"Vi*'k”^ expenditure ,«* called 
retrenchment did not produce the money 
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would not sKirk from advocating additional taxation for the purpose, lie surveyed 
the field of Indian finance from I87S to the year 19(18-'09. and divided this long 
period of 33 years into four small periods of more or leas equal duration for com* 
paring the growth of expenditure. Ke made very elaborate calculations to arrive at 
the normal net revenue and expenditure and to eliminate all the different factors 
such as exchange and remiss ion of taxation which were likely to render the compa¬ 
rison unfair. There were two factors to be borne in mind at the outset: (1) That 
out of the 51 millions that were available for ordinary expenditure every year, 30 
millions were devoted to civil expenditure (6 millions for collection of revenue. 
IS millions for the salaries and expenses of civil servants, about $ millions for 
mi see 11anenus civil charges and about 4H millions for civil works) and a little 
under 21 millions was spent on the Army; and (2) that this total real revenue ex¬ 
cluding opium receipts, was capable of growing at the rate of per cent per an¬ 
num. The results of Mr Gokhale's survey is given in the following table: 


Period 

Annusl incresse of 

revenue 

Annuil increase of 
expenditure 

1. 1875-1884 

1 1/4 per cent 

2/3 per cent 

2. 1884-1894 

1. S per cent 

1.S per cent 

3. 1894-1901 

1.5 per cent 

l.S per cent 

4. 1901-1909 

2.0 per cent 

$.0 per cent 


The moral of these figures called for an immediate and independent enquiry. There 
had been such enquiries in the past - in 1874 by a parliamentary committee, in 
1886-'87 by Lord Dufferin's Committee, in 1897 by a Royal Cctamission presided over 
by Lord Welby. Such an enquiry had become absolutely necessary. There were four 
remedies which in Cokhale's opinion were required to meet the situation. 

1. The spirit of expenditure in the administration should be chained and controlled 
and the spirit of economy installed in its place. 

2. The military expenditure must be aubstantially reduced. 

3. There should be a more expanded employment of the indigenous Indian agency in 
the public service. 

4. Provision should be made for an independent audit in this country. The reader 
would recognise in these remedies the suggestions which had been made to the *«1^Y 
Commission and would see how even an interval of 14 years had made no aubstantial 
change in the spirit of the Indian administration. 


The writers of the Minority Report of the *eJby Commission were of the opinion thst 

(s) Indisn expenditure wss not governed by Indisn considerstions snd this defect 
.as reflected in (1) the Frontier policy, (ii) the extension of railways, without 
due regard to other sad more urgent needs and <iii) continued special concesaions 
to European offieiala. They maintained that a greater part of the recent increas 
in expenditure wss on these heeds. 

(b) It w.a further noticed that due care was not taken in 

and thia statement waa illustrated by reference to the facts ‘ auoer- 

Indian agency was not substituted for European agency (ii). controlling n P 
vising agencies had grown beyond proper limits, (iii) armies 

tained on a permanent war footing (iv) the number of British troops ... P 
tionately l.rge (v) employment of Indians in the army was 

policy in conLction with railway contract, and conce.aion. -a. not a.t..factory^ 

(c) Another defect pointed out ... the faulty di.tribution of 

f.ult lay in (i) more being spent on the ,o called national /^j^^proxin" 

national development, (ii) imperial expenditure being much larger th P 

cial and (iii) more being expended on the improvement 
the improvement of the condition and capacity of the people As 

ment of charges between Crest Dritain and India, the Minority Rep .^d 

the apportionment should be as between two partners and not as between 

9 I aye■ 
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(e) The ere of agrplyse*- 


il) Caysea: 

■Die early yeArs of th^ present century »ere a new era in the history of InHion fi¬ 
nance • an era of surpluaea. Though the danger of famine and scaricity was ever 
present to the mind of the government and increased military expenditure was not 
an unlikely possibility, one of the most disturbing factors in tlie financial si¬ 
tuation had been entirely removed by this time - namely the uncertainty of foreign 
exchange.Not only was the gold value of the rupee permanently fixed by law at 16 d 
and the possibility of it substantial foil in exchange precluded, hut a very large 
saving was effected in the remittances to pay the Home Charges. Taxation in India 
had been raised to a high level to enable the government to meet the increase in 
these charges caused by the falling exchange and that the level was moiniained 
even when the value of the rupee was artificially raised. The public treasury con¬ 
tinued to overflow with surpluses year after year and it was felt that everything 
was for the best in the country. The surpluses which had become a familiar feature 
of the Indian Budgets were rendered possible by the artificial enhancement of the 
rupee and a high level of taxation. It seemed that the Government systematically 
underestimated revenue and overestimated expenditure. 

(2) Criticism and Constructive Suggestions: 

Thia situation had its inevitable effect upon the expenditure of the country. With 
abundance of money in the exchequer, the level of expenditure was bound to be 
pushed up. 'Economy came to be a despised word and increased establishments and 
revised scales of pay and pension for the European officials became the order of 
the day*.The most pressing needs of the country in regard to the moral and ma¬ 
terial advancement of the people continued, for the most part, unattended, and no 
advantoge of the favourable financial position was taken to inaugurate comprehen¬ 
sive schemes of state action for improving the condition of the masses. Those who 
spoke of India's poverty were dubbed unreasoning and blind pessimists and the con¬ 
tinued surpluses encouraged the spending proclivities of different departments. 
Few realised the causes of the recurring surpluses. 

The large surpluses which accrued in the treasury from year to year were so stri¬ 
king that they could not be accounted for on the theory of the steady growth of 
prosperity in India. Some people found an adequate explanation in the steadily im¬ 
proving economic condition of the people and they never paused to enquire whether 
the cause was sufficient to pour unexpected crores into the treasury. The question 
was how could there be eoniinued surpluses in the national accounts when there was 
no sudden accession of wealth to the people and addition to the resources of go- 
rernment. Cokhale saw at a glance the true character of the surpluses and during 
the next fe» yey, coaiinyed to expose the fellecy .hich attributed them to the 

people. The surpluses really meant that the government 
* "*'■* pockets of the people than it eas justified in doing 

«lell» to .1 than could he usefully spent on measures 

oeo.? XL fof the material and moral -ell-beiog of the masses of the 

currenev^i' ‘V surpluses «as that they .ere ‘mainly, almost entirely, 

the resulting from the fact that the Government still maintained 

financial e'o’uil V' they considered to be necessary to secure 

i equilibrium when the rupee stood st its lowest*. 

lill »t» offect on the official policy and in the finan- 

k'le .ere'ad?p”ed Th’ th E**-"/** 'o*- t*® of three recommendations of Goh- 

fiting of thri2..K " suggestions -ere the reduction of the salt duty, a 

«tton Esciae dutie Tk"‘V i-^ome tax and the abolition of the 

^ 2-8.0 to Rs 9/ Government decided to reduce the Salt Tax in India from 

H and to exempt from Income Tax all incomes bclo. 1000 rupees per 
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annun. Th« Governfrrnt had always clung to the Cotton cxciac duties with an obsti* 
nacy which could be explained only by the political influence of Lancashire in the 
British Parliament to which Liberals and Tories alike were susceptible. The Salt 
duty as such did not, in the opinion of the Government, press hardly on the mass 
of the people, the actual import per head being trifling. But in actuality, it was 
paid in the main by those who could least afford to do so. So the Government hoped 
that the recuction of the burden might prove a boon to the poorest class of tax 
payers. Sir Edward Low. however, had another purpose for reduction. By it. as he 
proceeded to observe, a reserve which could immediately and rapidly be made use of 
once more by increasing the rate in case of misfortunes like war or famine would 
be created. 


Regarding the economic condition of the people. Gokhale compiled tables from offi* 
ciai publications and established the following propositions. 

1. That the death rate had been steadily rising since 1684, which pointed to a 
steadily increasing number of people being underfed. 

2. That the last decade had been a period of severe agricultural depression all 
over India. 

3. That the net cropped area was diminishing in older provinces. 

4. That the ares under superior crops was showing a regrettable diminuition. 

5- The export and import figures told the same tale. Cattle were perishing by 
large numbers. While the Finance Minister Sir E- Low relied upon the statistics of 
increa.’ied revenue from salt and stamps, excise, customs and post office as a sure 
indication of growing prosperity, Gokhale argued from the developments in the va¬ 
rious sectors of production. The fallacy of regarding the increase in customs re¬ 
venue as a sure sign of material progress of the people he exposed by showing how 
the ever-increasing imports of foreign manufactured goods, far from indicating any 
increase in the country's purchasing power, connoted a corresponding diaplacemcnt 
of the indigenous manufacturer. 'Thus while the imports of cotton goods has been 
for years past steadily increasing, we know, ss a matter of fact that hundreds and 
hundreds of poor weavers throughout the country have been and are being driven by 
a competition, they cannot stand, to give up their ancestral calling and be merged 
in the ranks of landless labourers'-^* This transformation of India from a country 
which had flourishing agricultural and manufacturing industries into a predominant¬ 
ly agricultural country and dependent upon imported manufacturers, had long been 
going on and had been facilitated hy the extension of railways. 


Gokhale laid down the sound principle that whenever there was a surplus U should 
be appropriated to the work of promoting the educational and industrial interests 
of the country.The Finance Member differed radically from Mr Gokhale on this ques¬ 
tion. Ilhile they devoted surpluses, which only mesnl an excess of revenue taken 
from the people over the necessary expenditure of the year, to the re uction o 
the notional debt, he .anted them to spend the surpluses in VIk 1 

and industrial progress The public debt of India -as comparatively small ^ 

were valuable assets on the other side U was, therefore, unfair 
pluses should be devoted to the reduction of debt rather than be J ^ 

the promotion of the moral and material interests of the peop e. e he 

nection between financial policy and economic 

obvious. The question of the emplo>ment of Indiana in ig ---KU- 

offices in the administration was also closely connected with ih p 


in 


evils to be combated in connection with the ryot 
opinion, his (1) fearful poverty (2) his ignorance 


The three 

Gokhale’s opinion, ms icanui - 

surroundings, lie ind.ested the l.nes on .h,ch set,on St.le drm.nd on 

(s) The moat important of theae measures was a reduction , ,, 

land, especially in Bombay, Madras, and U.P. and a limitation 

over India. 


of that demand al 1 
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(b) a reaolote nttempt must be medc to rescue tlic Indi^ft agriculturist from ih'' 
load of debt that overwhelmed him. 

(c) These must be eccompaujed by •the providing of facilities which, while entou- 
raging thrift, will enable the agriculturist to borrow on occasions for his reason¬ 
able wants at a low rate of interest'. 

(d) Promotion of scientific agrir.olture and the ewtension of irrigation on a 
greater scale and faster rate. 

Ce) The promotion of indost r i al and technic a I education was also an urgent necessi* 
ty as a remedy for the extreme poverty of the people. 

(f) Primary education, should be made free in schools throughout India. These sug¬ 
gestions contained the germ of the Primary Education Bill, which Gokhale brought 
before the Viceroy's Council a few years later. 

(g) The need of works of sanitary improvement such as good water supply and drai¬ 
nage was stressed. 

Even with the present level of India's resources.he would find money from the fol¬ 
lowing sources. 'Thus if the Army Beerganisation Scheme is held up or at least its 
initial coat is met out of borrowings, a sum of one to two millions a year will he 
available and that may be devoted to a vigorous extension of primary education. The 
profits of coinage averaging noo about two millions a year, may supply funds for 
the relief of agrleulcure I indebtedness. The famine grant, which stands at a mil¬ 
lion sterling, may, after deducting the expenditure on actual famine relief, now 
be devoted.to industrial and technical education'."'* The deposits in Savings Banks 
might he made available to cooperative credit societies. And whatever surpluses 
accrued, might be devoted to assisting local bodies in the construction of sanita¬ 
ry improvements. 


5. Two more questions dealt with in Ookhale's budget speech of 1905, were those 
connected with the reduction of land revenue in the temporarily settled districts 
and the appointment of Indians to high posts in the administretion of their own 
country. He pointed out how the burden of taxes on land was heavy even according 
to official estimates and how the agricultural classes were resourcele.ss and bur¬ 
dened with debt snd urged that the fearful poverty and indebtedness of the culti¬ 
vator called for a great and comprehensive scheme of ameliorative action. The se¬ 
cond question had reference to the employment of Indians in the public service. It 
hsd engaged the attention of the Government and the public for several years and 
inspite of commissions, inquiries and resolutions, the wishes of the people re¬ 
mained uAgratified. Lord Cupxon referred to that question in 1^04 in his speech 
and the Government of India issued a resolution in May of that year. In the resolu¬ 
tion the Government cametothe astounding conclusion that not only were the people 
of this country not justified in complaining of exclusion from high office but 
I.’*" * V*** “ unexampled in O,. history of the 

’hirh .or. r"”' 10 **PO»*^ the hollowness of the excoscs 

VI 'V praetteally to exclude Indians from posuions of trust and 

nHa. ih, / .naccrotc snd mislead- 

ticiams bore the stamn j 1* country. Much of these cri- 

• gtiftst the pernicious system of ^ iriveighed strongly 

^ilising them for productive IxpendU^o ‘ '"8^ surpluses and 

•wording toGohhale.The maintenance of 1 svstem oV *'^“"8 

tn princ.ple and inenuitahle i„ practice. h.;;ft “VtT /f" ■ JatT;::;, 
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when the conditions which might have justiTied the practice had long ago disappear* 
ed with the closing of the mints to the free coinage of the rupee and the mainte* 
nance of stable exchanges. Rut even if surpluses had accrued as a result of Fi¬ 
nance Member's wrong budgeting, they should not be used for Railway outlay which 
should be wholly met by loans. The principle of utilising revenue surpluses for 
capital expenditure and of thus wiping out unproductive debt (in addition to the 
normal provision of reducing debt) was a peculiar feature of Indian finance. In 
Madras the hydro-electric schemes had been financed partly on that basis. Gokhale 
set his face sternly against that practice for which there was nothing to be said. 
Some would defend the system on the grounds of safety and prudence but then public 
investment would be at the mercy of the uncertain revenue surpluses, and that 
would mean that the funds so urgently required elsewhere for the raisingofthe ma¬ 
teria) welfare of the people were used less advantageously. Rightly therefore, did 
Gokhale condemn this pernicous system and pleaded for the utilisation of these 
surpluses on schemes of education and sanitat ion.In his own words, 'When questions 
concerning the deepest welfare of the community and requiring to be taken in hand 
without any delay are put aside on the ground of want of funds, it is most unfair 
that these surpluses should be devoted to the construction of the Railways'. He 
was, of course, for a balanced budget. The idea that budgets could be unbalanced 
was in his days and indeed until quite recent ly, unthinkab le .Rut he was not against 
a small deficit or a moderate surplus. A large surplus accruing year after year, 
was an invitation to the departments to waste. 


In keeping with his general attitude towards public expenditure as a means of im¬ 
proving the economic well-being and productive capacity of the people,Gokhale pro¬ 
pounded his attitude to the problems of public debt. Expenditure was to him more 
important than avoidance of debt. Indeed he was strongly for incurring debt to 
meet all items of extraordinary expenditure. Gokhale held very strong views on the 
question of sinking funds to redeem debt. A reasonable sinking fund was all that 
India had,but there was no need to add to it every year from the revenue surpluses 
or liquidate the debt rapidly from out of the ordinary revenues. Moving the 
allotment of Rs SOrt.riOO under Famine Relief towards the reduction of debt. Gokhale 
enunciated his principles firmly thus: '1 suggest that this grant should no more 
be devoted to the reduction of debt and I do not think that its reduction is ol 
paramount importance- On the other hand, if the same sum was made available lor 
agricultural eduction, for the organisation of rural credit and other measures 
with the material improvement of the peasantry that would benefit the peasantry 
far more than the present practice of government. I am q'-' 

Member will tell us that I am at tack mg the pr inciple of the sinking fund.No doubt, 
I am. I go further and say that in the present state, you do not want a ainxing 

fund'. 


The system of long-term budgeting or planned ®^ 

shadowed by Gokhale in some of his budget speeches. Re pleaded for the 
special provincial Reserve, and for the Local Fund. Reserve to both o which e 

advocated an annual allocation of fund, from central Vtvme A la^^^^^ 

these bodies might spend on programme lasting for a certain per 

re,.Ur fL .h.t purpe, .d.oc.t.d .nd 1 rr'^ 

He «dvoc.tcd -.th *oecr*s . scheme by -h.ch " f governBent should 

snd Posts snd Telegr.phs snd all other coBmere.sl deP^lBents decades for the 

clearly »ho. the net return plua or minus. It took more th.n t-o dec.ue 
go.ernn.ent to folio, this tsiuahle suggest.on of Gokhsle. 

Ills modern ideas on problems of finance .ere revealed clearly 

nancisl relations betaeen provincial governments an Government of In- 

even as early -s 1910 that the root revenues -bile it, expen- 

Hia had at its disposal too large s share ol the growing 
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diture -as practically confined to the army and a fe« services. The provinces had 
little resources but a large field for useful expenditure. He. therefore, pleaded 
for a reduction in the resources available to the centre and proposed that the go¬ 
vernment of India should be content -ilh getting about t*o thirds of its revenues 
from its owr» resources and derive the rest from contributions from the provinces 
which should be left with ample resources.He was for ending the practice by wliich 
provinces should be looking foreard to the Government of India for doles for their 
growing requirements. While he did not elaborate his scheme of financial relaljofts 

beteeen the centre and the States.it was clear that the problem of Federal Finance 
was crucial to his ideas of financial reconstruction of India. Some of the propo¬ 
sals for new taxation suggested by Gokhale then had become important sources of re¬ 
venue later. The export duty on jute which proved to be one of the mainstays of 
Bengal Finance was reconmended by Gokhale as« early as 1910. lie recommended an ex¬ 
port duty on hides and skins which too came to be included in the fiscal system 
later. 


7, A Critical Estipate . 

The study of Public Finance had assumed increasing importance as a field of econo¬ 
mic analysis in India durin(^ Gokhale's tine. Several factors had contributed to 
this trend, one of which had been the continued growth of government. Of greater 
importance was a growing recognition that the money expenditures and money receipts 
of government might affect not only the pattern of production and the distribution 
of the total product among the various income receivers but also the level of pro¬ 
duction and enploynent within the country. 


Any measure which could be applied to the available data indicated almost conti¬ 
nuous growth of the Government of India during the past half a century (16$7-1907). 
During the sane period, the number of federal employees (excluding military per¬ 
sonnel) increased several times. State and local governments elso were employing 
many more people then they did a half century ago. There had been an expanaion in 
total rupee expenditures; there had been an upward trend in per capita money ex¬ 
penditures (adjusted for changes in the value of money); and the ratio of public 
expenditures to national income had increased. The last two were of particular im¬ 
portance They indicated an expansion of the role played by Government in producing 
income (money payments and services) to the average individual and also that the 
relative share of national income being channelled through government had been ri¬ 
sing. 


The continued gro-th of government together eith ch.nge* in government.! fisc.I 
.ctivities initi.ted during the period h.d brought .bout important chenges 
field of public finance. Since 1870. the various aspects of government finance had 
been atudied increasingly eith reference to their effects on the economy as s 
as well as their impacts upon the treasury. 
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did not give any definite answer. However, he took into account both the nature of 
the income distribution and the total income to be distributed. Gokhale was the 
first in India to emphasise that Governmental moneyspending and moneycoL 1 ecting 
may be directed specifically toward influencing the overall level of economic ac* 
tivity. He saw that the fiscal system may be used aa a framework for altering the 
quantity of money, and changes in the quantity of money may have important effects 
upon aggregate expenditure in the private economy. 


Almost all his pronouncements on economic affairs had a very modern ring about 
them. One must refer to the very clear analysis which he made of the impact of mo* 
ney on an undeveloped economy. He was the only economist beside Alfred Marshall 
who had understood the implications of such a transformation and who attempted to 
supply an explanation. India was on a silver standard up to 1893. The rapid expan* 
sion of the rupee currency between 1870 and 1893 served towards satisfying the li¬ 
quidity preference and so tended to lower the rupee rates of interest relatively 
to the rates of profitability of investment in India. The increase of currency fa* 
cilitated the extension of the circle of exchange by providing the extra money 
needed for transacting the greater volume of exchange. Currency expansion helped 
to break down local se 1 f*sufficlency and to bring India more and more into a 'mo* 
ney' or exchange economy. It was not suggested by Gokhale that the exchange econo* 
my was promoted only by currency expansion. Capital development (railways, facto* 
ries, irrigation, alTd plantations) itself implied and led to increased division of 
labour. But the fact of currency expansion in the same direction should not be 
overlooked on that account. Rxtra money was required as money economy spread to 
the medieval village. The spread was rendered more rapid by the expansion of the 
silver currency in the period of 1870*1893 and the rapid accumulation of capital 
in that form was one of the leading aspects of India's capital development in the 
nineteenth century. 


Although Gokhale lived at a time when the power of the Indian economist to shape 
the economic and financial policies of the Government of India was extremely limit¬ 
ed, he nearly succeeded in leaving the imprint of his mind on the policies of the 
Government as can be seen from a study of the budget statements of successive fi¬ 
nance ministers during his time. In the sphere of public finance, the contribution 
of Gokhale was of no mean order. Most of the principles which he enunciated were 
not only true in his days but had stood the test of time and were anticipations of 
modern ideas on the subject.Speaking in 1902. he says: 'The true guiding principle 
of Indian finance ought to be a severe economy, a rigorous retrenchment of expen¬ 
diture in all branches of administration consistent with efficiency, keeping the 
level of taxation as low as possible so ss to leave the springs of national indua- 
try free play and room for unhampered development'. These words represente t e 
spirit of conservative finance but Gokhale soon revealed himself as 
a forward programme of private expenditure and travelled far 

scope of public expenditure. In his speech on the budget statement for 190H. Ook- 
halc gave expression to the principle th.t should govern public 
large portion of our revenues should be devoted to objects on w ic 
material wel I - being of the masses of our people ultimately depends. 


on 


primary functions is necessary but it must 


be kepi down. On the other hand, no 


state can expend too much on object like education . . ui ^ ^»nf.ndi* 

hi. expenditure ,n the folio.,ng ^ ‘^ . 

ture ..II not only not be grudged but -.U be regarded * dvoVre^^ 

sot.sf.cnon .nd gratitude all o.er the country . Rut e .,neral - 

expenditure in all developments! functions.on education. - 
on .nduatry. agriculture and sanitation and public health, 

more money was being spent on the purely defence an uraed that the re* 

the economic functions of the government had been neglecte . g ^ U 

Istive claims of the two on the resource, of the 
was like all his contemporaries strongly against the continu 


In another place, he stated 
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the cost hy the llntish Government. 

Cokhale's V.e.s on the hurn.ng controversy of free trade versus protect.on .rre 
marked l.y a refreshing sense of realism, 'fly conviction I am not an upholder of 
lee tri .n all countries and at all times'. He .as like almost every other con- 
temporary m India a protect ionist.But what distinguished him from the rest of his 
countrymen -as his conviction that in the circumstances of the 

tical evolution of the country free trade -as the safest policy.He -as afraid that 
if ^roiectioft were tntrodoced. tl.^n u •«uld l.e the uronfi kind of prelection under 
•hich powerful influences and combinations and interests prejudicial to the inte- 
rests of the general community would come into esislencc and receive assistance. 
Those interests would have ready access to the Secretary of State and use this 
huge engine of protection in their own selfish interests and against those of the 
people of India. The profits of protection would go to enrich the Europeans only. 
Hence he would not be a party to such protection. Jlis idea of protection was not 
confined to mere tariffs- Speaking on the need.s of the sugar industry, he pointed 
out that a mere increase in tariffs would not avail but what was required was as¬ 
sistance of a more direct kind. Government should make available the services of 
expert chemists, render facilities in the matter of irrigation, lend and research. 

Gokhale favoured the system of the gold exchange standard when other Indian poli* 
ticians pressed for the adoption of gold standard, fie only wanted to ensure that 
the gold standard reserve was not piled up to an unreasonably high level beyond 
what was necessary for the maintenance of stable exchange.For no fault of his. the 
figure which he thought was sufficient was proved to be wholly inadequate. The Go¬ 
vernment of India went wide of the mark and also failed to use the funds intended 
for the purpose. Instead they clung to the reserve as if its purpose was never to 
utilise it.^^ He was not against the gold standard. He held that a *gold currency 
has never been authoritatively proposed as a definite object to be attained; that 
it is wrong to pile up a high gold reserve m pursuit of an object never proposed 
or even regarded as attainable within a measurable distance of time and that it 
is looking too far ahead into the future to anticipate the introduction of a gold 
currency into India’. But he was by no means happy over the working of the gold 
exchange standard. He shared wuh several others the view that the increase in tfie 
level of prices in India since HOD *as directly due to the working of the new 
currency system which while it brought about increased supplies of currency, did 
nothing to take eway the redundant or excess currency. On the other hand, it was 
al eged that on account of the token character of the rupee the old practice of 
melting had been given up. and fresh money once created continued to swell the 

IrdTH'r LJ"!’"'"***! 7 '"-’"'Y -«» bound to result in high pr.cos, 

lo Indi? ' q«ntily Ihsory of monry -ss of special application 

rh;“rrsuVtt\r";r;r;7::i^^^^^^^ 

»>*PP^r.. In India on .ccoo^ of thr*xcoaJ V *>*'*'" -«> bound to 

ir;riLi'^Tire:::.:.-;::;; 

l.ucr -as tha causa and 
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Gokhale like many others then <lid not have a clear idea of the exact nature of the 
defects of the gold exchange standard. Betaeen England and India, the supposed 
compensatory mechanism of the exchange standard did not function properly. Losses 
of gold from one country to another when balances became adverse were supposed to 
bring about a change in the relative price* leveIs, But the way in which it func¬ 
tioned produced no such effect in England which had all India's gold stocks with 
her. England was never compelled to take action vis-a-vis India when she lost or 
gained gold. U when India had large favourable balances and took them in the form 
of gold resulting in Britain contracting her currency and credit, more imports 
would have flowed from England, and the price level in India would not have con¬ 
tinued to go up. Gokhale did not furnish full or adequate expUnstions for the 
high prices in India for the simple reason that only today the real explanation of 
the value of money is being understood. 
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ChApter 5 

Rooe^h ChAndre Dutt 

fioaesb CbAOdfA D®tt bor6 iA CiUnttA is 1649. Be b«CA»e 4 Heiber of the UdiA® 
Civil Service ta 1866; he eerred t® veriooa c4p4CLtie9 ie the differe»t districts 
of Beajel hetwtea IS?! to 1862. fle htceoe P44triet MadiotrAte i® 1862. la 1892, he 
V 4 S ude CoopAfliob of the lediea Bspire; he w»5 appoioted CoBKisAioaer of Bwd- 
W4A DiTiiioa is 18M,the oaly lodiAA to rioe to that positioa La the 16lh ceatary. 
Be retired fres aerrice ia 1897. Be stayed »oatly is Bvopo fro* 1897 to 1904. Be 
WAS elected Preaideat of the Loekaov Sooeiomofthe ladiao llatioaelCoa^reoa (1699). 


1. Ronesh Chandra Dtjtt «as a profound interpreter of economic history. Early In* 
dian economic thought had found its most perfect expression in his writings. His 
'Economic History of India', an encyclopedic work of too volumes, had secured for 
him a leading position in Indian thought. He took a vigoroua interest in the poli¬ 
tical developments of his tine, serving as a member of various public bodies. He 
made a name for himself as a brilliant critic of social institutions and attitudes 
in his scientific as well as literary works. 


Romesh Chandra Dutt «as neither a mercantilist nor a foe of free trade; he did not 
produce a complete system of economics but contributed many new ideas.His analysis 
of the degree to uhich unsatisfsciory forms of agrarian structure, and» in parti¬ 
cular, systems of land-tenure in India impeded economic development and thus de¬ 
pressed the stsndards of living especially of agricultural workers and tenants and 
of small and medium-sited farmers, contained new thoughts which were to bear fruit 
only half a century later. Furthermore, at a time when Indian economists demanded 
the reduction of government intervention in economic life to a minimum. Dutt had 
seen that the problem involved the correct drawing of a boundary line; while go¬ 
vernment should abstain from interventions which harm private initiative.it should 
be ready under specific circumstances to remove the obstacles which a temporary 
emergency or the conflict of interests placed in the way of the free play of econ¬ 
omic principles, 


B«ing a nan of vast admtnisCrativa experience. Dutt disseninoted sn abundance of 
Ideas among his conteaiporariea.While he attracted neirher disciples nor folio-era 
there n.ny serious men of science, and famous po 1 iticians-ho • hung on hi, 1 ips 
to pluck the fla»er of the most po-erful intellect of his days-, He insisted that 
those -ho develop theories should keep in mind the specific circumstance, of time 
and place. Dutt did not mark an epoch clearly. From a certain point of vie* he -as 
forerunner of the next century; but he slso -as . true representative of his 
o-n time. Romesh Chandra Dutt -as the first to establish in India the purely eco- 

-hich reminded one of Cantillon and Ricardo.^ Instead 
of giving recipes and practical advice, he used the ateel-trtp logic of pure eco- 
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economic facts. In the immense machinery of society, everything hanged together, 
•as connected and linked. Nothing must disturb the equilibrium lest the whole me- 
chanism over*turned. 

Dutt's concept of interdependence and equilibrium was not static. To him the eco¬ 
nomic and social equilibrium changed all the time. If the government decided to 
interfere, it must see to it that it did not come too late and that it did not con¬ 
sider measures which it believed to have instantaneous effects while actually cir¬ 
cumstances had changed when the effect took place. 


Dutt anticipated here the sceptical attitude of modern economists to the solution 
of modern economic problems on the assumption ^ribos sic stantibus*. This assump¬ 
tion contradicted reality because it neglected the passage of time. There were at 
least two variables which had to be taken into account in the study of any economic 
problem. One was the basis ol the problem itself, the other the passage of tine. 
As Dutt put it, it was not only the shortage of grain ehich was important as de¬ 
terminant of human action in a year of famine. If human action could bring about 
its effects instantly, grain would move from surplus regions with low prices to 
regions where there «as a grain shortage and where grain prices were high. But time 
must psss until the news of the fsmine htd spread and until the grain arrived at 
the place of consumption.^ Meanwhile the famished might have died. 

Dutt aimed at a complete change of the economic structure of the society, in which 
he lived. But he did not create the impression of being an abstract, unrealistic 
theorist. He believed that the true order of society enabled man to regulate and 
modify natural forces in s manner beat suited for the meintenance and progress of 
society itself. He subjected the economic mechanism prevailing in India to a pene¬ 
trating analysis and studied the manner in which its different parts were joined 
together. Most important ahead of the ether economista in India, he investigated 
the continuity of the economic order and the relationship between the various ele¬ 
ments of an order which was integrated as well as complex. He showed that the pro¬ 
duction and distribution of goods and services was a continuous progress, renewing 
itself without pause and carrying in itself the factors making for repetition and 
continuity. But, like the modern schemes of general equilibrium of Walras and Pa¬ 
reto, this portrayal remained a schematic presentation in broad outline, without 
shadows and contrasts. Apart from the picture of the whole which described the 
permsnent and the self-renewing, apart from the equations of general equilibrium, 
which refer to the state of rest and to the final destination, he was interested 
also in the explanation of the frictions,the crises, the obstacles to be surmount¬ 
ed, the path toward the goal - that quiet port at which nobody ever arrived. Dutt 
had in his possession the indispensable tool of analysis. Although he did not call 
it 'method of successive approximation*, he knew how to handle it in • masterly 
fashion. 

Historically inclined as he was, Dutt always saw the special side by side with 
the general,the abstract and the ideal side by side with the concrete, the fsctuil 
and the real. He. being aware as s true scholar of the limits of abstract argumen¬ 
tation. peaaessed a historical mind. He knew that the validity of economic 
which were true within the limits of their assumptions, could not be expanded be¬ 
yond the field delineated by these assumptions. He corrected and reformulsted his 
assumptions very often in order to take into account the changing circumstances o 
time and place. 

3. His work. 

In July 1900 Booe.h Chindr. Dutt’e book entitled TeBine, in Indio’ eppeored end 
... .ell receired in .11 circle.. Of thi. book. Prince Kropotkxn.rote to him. 
•The condition, of your .gricultur.l popul.tion. .re ..fully, terribly .inil.r to 


2. F.C. Dutt, "F&wiBes is ladis", 1900. 



those of the Russian peasants and 1 now will often think that whatever we do in 
Russia for awakening the consciousness of the agrarian evil • and anywhere in 
Europe as well * will be in an indirect way for hundreds of mi 1 I ions of people whom 
we cannot approach without feeling love for theio'.^ Lord Curzon, the Viceroy of 
India, thought it to be *a reasonable and well informed statement of the views*. 

Putt's thesis in this book could be summarised in these words. India was plainly 
suffering from the inpoverishaent caused by the continuous drain out of the coun¬ 
try of industrial products without return.the burden of which by reason of the re¬ 
venue system fell mainly on the cultivating peasant. To moderate the drain meant 
CO lessen the gain of the foreign ruling class;to readjust the land-revenue svster 
or rather systems and to put them upon a fair and e<iuit.ihle footing throughout 
meant to diminish the total revenue. This would render great reduction of expendi¬ 
ture necessary.*^ 


In 1902, he published the first volume of 'Rconomic History of Rfitish India’. In 
several respects this book would rank as the most valuabU of books on India under 
the Rritish rule. It presented a close record of agriculture and land settlements, 
trade and manufacturing industries, finance and administration from the ri.se of 
the British power in 1757 to the accession of Victoria. Regarding this work, Mtn- 
cbestcr Guardian wrote. *Mr Dutt has woven an intelligible history of the economic 
policy of the company, the accuracy and impartiality of which can hardly be ques¬ 
tioned . The book was by no means framed as an indictment of British rule; no 
writer bad accorded a fuller or more enthusiastic testimony to the labours of such 
administrators as Munro and Elphinstone and to the good intentions which had sni- 
Bated »o*e ef the ooet unsuecesful experiments. In 1904. the second volume of his 

•‘'•ch to this day remained the most exhaustive 
and scholarly treatise on the subject. 

Government. I I-*-*-" 

story of British India has to be told and the deeo s^e.t/d "os'ent the economic 
the Indian people has to be explained’ ® ]|e also ltd, iK of 

of the blessings of the British rule T« .K r “"*^>fited ocknoaledgement 
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bringing an ancient end civilised nat ion ^ ^Western education, 
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was \n the predominantly industrial countries; the level of output per person in 
agriculture was very much lower, because in his view, the density of farm popula¬ 
tion per acre was much greater, while the average yield per acre was less. As a 
long«tertn trend he thought that these differences in productivity would tend to 
become greater. 

The causes of low productivity in agriculture andof low standards of living of the 
farm population were many, poor soils and unfavourable climates, backward tech* 
niques and inadequate equipment, excessively high densities of rural population 
and low pnce.s received by the farmer. Among the most important factors which af* 
fected rural living standards, in Dutt's view, was the agrarian structure. The 
term was used by him to mean the institutional framework of agricultural pro* 
duction. It included, in the first place, land tenure, the legal or customaty sys* 
tern under which land was owned, the distribution of ownership of farm property be* 
tween large estates and peasant farms or among peasant farms of various size. Land 
tenancy, the system under which land was operated and its product divided between 
the actual tiller and the owner; the organization of credit, production and mar* 
keting. the mechanism through which agriculture was financed, the burdens imposed 
on rural populations by the government in the form of taxation and many other fac¬ 
tors were discussed by him in their historical origin and set up as the many ways 
in which agrarian structure might be an obstacle to economic developmenl and econo¬ 
mic welfare, lie showed how the agrarian structure might reduce the standard of li¬ 
ving of the peasant, by imposing on him exorbitant rents or high interest rates, 
lie saw how it might deny the farmer the incentive or opportunity to advance and how 
if might check investment because it offered him no security. He traced clearly how 
the land legislation in the country in certain provinces led to the prevalence of 
farms which were too small to be efficient units of production or too large tocul* 
tivote intensively. The influence of land tenure system varied greatly from pro¬ 
vince to province and there were no defects which were present to the same degree 
in all the regions, though certain ones were very wide-spread. 


S. In the concluding chapter of * India in the Victorian Age*. Dutt summarised his 
conclusions on the material condition of the Indian people: 

•The yearly income of the people of India, aaa eatimaled by Lord Cromer 
David Barbour in 1882 to be 27 rupees. Their present income is estimated by Lord 
Ciirion to be 30 rupeea. Exception had been taken to both theae estimates as being 
too'high; but »e shall accept them for our present calculation; 30 •’“P*** 
equivalent to 40 shilling. The economic condition of the country 

from the fact that the average income of the people of all classes, including the 
richest, IS 40 shillings a year ag.inat 42 pounds a year in 
The taxation per head of the population la nearly 4 a 8 d per J*’ 

cru.shing burden on a nation *hich earns very more than ^ 

40 per cent more than the taxpayer of Great Britain and Ireland . ^ 

exceptionally rich di.tr.eta like B-ckerg.nj.BeIh. ^hemedab.d '"J ^ 

ly poor districts like Fytabad. the -ages of the -^le-bodied sgricultur aboure 
ringe from 4 a 8 d to 6 , 8 d a month. Except in very 

agricullurol labourer does not get even 3 d a day; is does 

cLy come to 21i d per day. Some deduction is L^ Jban 

not get employment all through the year, *"‘'2 joyleaaness of 

he hopes to get throughout the year. The “PP-' seldom re- 

hi5 lifw Ufidfr •uch condition® cwnnot be P , . .f ^ clothed in 

thatched and afford, little ahelter from cold ; an old 

rags, h.s little children go -ithout can tend cattle 

blanket is quite s luxury in the cold weather, ..^nAiders himself happy. It 

or his -ife can do some -ork to eke out agricultural labourers and 

is literolly ® fset. and not • figure ® P * food from year* end to 

their families in J"*** ® 8'""* ‘ ‘ ""^‘."‘“ourishment than . a ’ required even 

years end.They are brought up from childhoodon les.nou „revtoplague or famine. 

in the tropic, and gro- up to he a nation-eak.n physique., preytopl.gu 
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Agrieulitjri^ts who h^ve lands are Utter off.They are better hoy sed, bet te r clothed 
and have more sufficient food. But a aerere land-tax or rent takes away much from 
their earnings and foils on the labouring classes also. For aherc the cultivator 
IS highly taxed and has more to spare, he enjoys more to labour, and labour is 
better paid. In BaeVergonj, ahere the land xs lightly rented and the cultivator is 
prosperous, the labourer employed by him gets 10 s 8 d a month. In Salem, ehere the 
land is heavily taxed and the cultivator is poor, the labourer he employs earns 
4 s 6 d a month'. 


But Dutt*s main argument in support of this contention as regards the growing po¬ 
verty of India *os the frequency and severity of famines. He writes. *0ne cannot 
read without a feeling ol sadness and humiIlation the melancholy record of famines 
in India under British rule.There were reasons for famines in the lost century and 
in the early years of this century. Hhen an old system of government breaks down 
and the country passes under a new power, wars and disorders are inevitable’.^ 
When the Moghul power broke down in India, the Mahrattas and Afghans contended for 
supremacy: war and devastation followed. And when the British nation entered into 
the orena» they too took their part in many wars which impeded cultivation and 
harassed the population of peaceful villages. In the words of Sir Thomas Munro. 
wars were added to unfavourable seasons to bring on recurring famines in India, 
Duct would also odd to these reasons the misrule of the servants of the Ease India 
Company and the unhappy blunders which were perhaps inevitable when a new race of 
rulers found themselves suddenly called upon toadminister the 1 and-re venues of a 
strange and newly conquered country. 


But he noted that these causes had long ceased to operate. In l8S8,the administra- 
lion of the country passed £ro« the East India Cotnpany to the Cro.n and since then 
India had enjoyed profound peace undisturbed by a single .ar -iihin her natural 
frontiers The land aas fertile, the people uere peaceful and loyal, industrious 
and frugal and generations of British administrators had been trained in the du- 
lies of Indian sdministration. And yet famines hsd not disappeared. A.thin foriv 
years there had been ten famines in India, and at a moderate computation the loss 

.“itL'i’/’r.r* brought on by these famines might be 
-h ch I not o 'V '* “ melancholy phenLenon 
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was not a more abstenoos. more thrifty and more frugal race of peasantry on 
earth. It «as said that the Indian money lender was the bane of India and by his 
fraud and extortion kept the tillers of the soil in a chronic state of indebted- 
ness; but the inquiries of the famine commissions had revealed that the cultiva¬ 
tors of India were forced under the thraldom of moneylenders by the rigidity of 
the Government revenue demand. It was said that in a country where the people de¬ 
pended almost entirely on the crops, they must starve when the crops failed in 
years of drought; but the crops in India, as a whole, had never failed. There had 
never been a single year when the food supply of the country was insufficient for 
the people. 'There must be something wrong*, said Dutt. 'when the failure in a 
single province brings a famine and the people are unable to buy their auppliea 
from neighbouring provinces rich in harveais*.^* 

R.C. Dutt rejected most of the explanations of Indian poverty which seemed very 
superficial to him. He remarked, 'Deep down under ell these superficial explana¬ 
tions we must seek for the true causes of Indian poverty and Indian famines. 

The sources of a nation's wealth are agriculture, manufacture, and cocomerce and 
these are conserved by a sound financial administration. While British rule in In¬ 
dia has brought the manifold blessings of peace and a wider civilisation, it has 
not widened the sources of the national wealth of the country from an Indian point 
of view, and has, therefore, not improved the material condition of the maas of 
the people to any marked extent. The mass of the people depend upon agriculture. 
There has been extension of cultivation.and intensively alao land, perhaps, yields 
more now than it did before. It is not denied that the prices of agricultural pro¬ 
duce have gone up. Still the agricuIturista are no better off than they were be¬ 
fore ’.^ ^ The causes of Indian poverty according to Dutt were threefold: 

1. Agriculture had now to support a larger population than before, on account of 
the gradual decay and extinction of the indigenous industries of India and the 
swelling of the ranks of agriculturists by men who before supported themselves by 
commerce or by manufacture. 

2. The system of administration became more expensive and complicated than used to 
be the case before. A great deal of money was necessarily spent outside India and 
therefore the agriculCurists, ^on whom the main burden of taxation fell, had to pay 
a comparatively large portion of their income and got no indirect returns as they 
formerly did. 

3. The fiscal policy of the government and the syatem of land revenue assessments 
adopted over s large portion of India were such as to make it impossible for more 
than bare necessities to be left to the tillers of the soil. Dutt sought to esta¬ 
blish a close relationship between the land assessment policy of the government 
with the poverty of the agriculturists and consequently with the diminution of 
their famine resisting powers. In his preface to 'India in the Victorian Age Bo- 
mesh Chandra Dutt gave the following summary of the evolution of the land assess¬ 
ment policy of the British Government, beginning from the commercisl policy pur¬ 
sued during the early days of the East India Company's rule, through the broad and 
sympathetic policy of Lord Cornwallis and Lord William Bentinck, to the more cal¬ 
culating and profit-seeking policy of later years. 

7. The hi.atory of the Land-revenue adminiatration in India was of the deepest in* 
tercst, because it was intimately connected with the material well-being 
agricultural nation. Dutt summarized that policy very briefly thus: In the earlier 
years of the British rule, the East India Company regarded India as a vast estate 
or plantation, and considered themselves entitled to all that the land could pro 
duce, leaving barely enough to the tillers and the landed classes, to ^ *** 

alive in ordinsry years- This policy proved disastrous to the revenues of t e com 
pany, and a reform became necessary. The company then recognised the wisdom o •• 
suring to the landed classes the future profits of agriculture. According y. ^or 


11. R.C. Dott, Preface to "ladia wader Sarlj British loU“. 

12. P.t". Putt, Prefsce to "India wader Early Britlab Hwle". 
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CornwJllis p^fcanentiv the Ufi-^ in Hentfal »r. i**'?. ‘ie-ar.dirr ff. 

landlords percent of the r-*r.tal. byi assuring then a^atnst anv increase of the 
derand in the future. The proportion taken bs th- ^overn--fit .as ^e xce&<ti ► e be%r.ftd 
measure, but cwltitation and rental had lareelv increased since l"'‘-3. and the rea- 
santr> and the landed classes had reaped the profits. 

A change case oter the policv of the East India Corpans . The\ .ere un.iilirc t-** 
extend the pcrranent settler-nt to other proxinces. Thev tried to fit a proper 
share for the rental as their due. so that their reretije r.ijht increase eUh the 
rental- In North India. the> fixed their derand first at 53 percent of the rental, 
then at TS percent.and then at percent. But exen this "as found to ke i-practi^ 
cable, and at last, in I 8 SS. the> ltr:i(ed the state derand to percent of the 
rental. And this rule of liritin^ the land*re«enue to one half of the rental .as 
extended to Southern India in I 804 . 


The rule of the East India Corpanv terr.tnated in 185S. The first Viceros under 
the Cro.n .ere aninated bv a sincere desire to promote agricultural veaith in In- 
dia. Statesmen like Sir Charles ^ood and Sir Stafford .NorcKeote. and rulers like 
Lord Canning and Lord Lawrence laboured with this object. Thev desired to fix the 
state deesand for the soil, to nake the nation prosperous, to create a strong and 
loval Qiddle class and to connect ihea by their own interest with British rule in 
India. If their sound policy had been adopted, the source of national wealth would 
hare been widened- The nation would hare been sore resourceful and self*relvine 
today. Fanines would hare been rarer. But the endeavours to sake the nation pros¬ 
perous weakened after the first r«ft«ration of the servants of the Crown had passed 
awaN. Increase of revenue and increase of expenditure becace engrossing objects 
with the rise of iaperialisa. The proposal of Canning and of Lawrence eas dcoDoed 
in 1663. 


B.C. Dutt stressed the teo distinct principles ehieh »ere held bs the teo diffe¬ 
rent schools of idninistr.tors. One ..s the school of Lord Csnning and Lord La.- 
fence, of Lord Halifa* and Lord Iddesleigh. «ho grped a per=anent seitlerent of 
the land revenge. The> Vne* that land in India belonged to the nation and not to 
a landed class, that eeery eoltiaaior had a herediiar% right to his o.n holdme 

!n 2 ***"*^*' •" ‘ericgltgral nation 

and not a class of landlords. The other school demanded a continuous increase of 

J ,K e\ .r"“' ‘he State, by neans of recurring land settlements in course 
off'eers. « ihe discretion of settlereni 
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hsd been arrieed at after vears of ino .r **!i Coopronise ehieh 

.t Ihitc Hall for political re.son. r/' ‘ *"'7’ 
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fell on agriculture. Accordingly, from 1871, a number of ne» taxes vere assessed 
on land in addition to the land revenue. H the land revenue »as $0 percent of the 
rental, the total assessment on the soil, including ne* taxes, came to 56 percent 
or 58 percent or even 60 percent of the rental. It would appear from these facts 
that agriculture, as a source of the nation's income, had not been widened under 
British administration. 'Except where the land revenue is permanently settled, it 
IS revised and enhanced at each new sett lament, once in thirty years or once in 
twenty years- It professes to make $0 percent of the rental or of the economic 
rent, but virtually takes a much larger share in Bombay and Madras. And to it are 
added other special taxes on land which can be enhanced indefinitely at the will 
of the State. The land assessment is thus excessive and it is also uncertain*. 

B. C. Butt argued that the land tax in India was not only heavy and uncertain, but 
the very principle on which it was raised was different from the principle of taxa¬ 
tion in all well administered countries. In such countries, the state promoted the 
accumulation of wealth, helped the people to put money into their pockets, made 
them prosperous apd rich and then demanded a small share of their earnings for the 
expenses of the State. * In India the state virtually interferes with the accuDula- 
lion of wealth from the soil, intercepts the incomes and gains of the tillers and 
generally adds to its land revenue demand at each recurring settlement, leaving 
the cultivators permanently poor'.^^ R.C. Dutt pointed out how in Bengal, 'the mo¬ 
ney which is received as rent from the cultivators remains with the Zemindars in 
the country and is spent in fostering local trades and local industries, and in 
promoting education and various charities: in other parts of India the money re¬ 
ceived as rent from cultivators is imperial revenue and mostly goes out of the 
country in Frontier wars or in Home Charges*.In short, his position was: 

1. The land tax of India as a whole wasexcessive and the principle under lying the sys¬ 
tem did not compare facourably with the system in vogue in other civilised coun¬ 
tries. 

2. The land assessment in Southern and Centra] India was excessive compared to 
the assessment in Bengal and Northern India, and the former bore an unfairly large 
share of the burden of the State. Assessment being periodical in these parts, not 
only was very little left for the agriculturists, but there was hardly any motive 
either to save or to improve their holdings. 

8 . Dutt established a connection between the resourcelessness of the agriculturists 
and famines. 'There is no doubt that famines are directly caused by the failure of 
the autumnal rains over which man has no control. But the intensity and frequency 
of recent famines are greatly due to the resourceless condition and the chronic 
poverty of the cultivators caused by the over-assesament of the soil on which they 
depend for their living'-*^ In support of this thesis, he analysed the net reve¬ 
nues of India for the year 1901 which had been estimated at 42 million sterling. 
Me showed that roughly 20 millions out of this came from land-revenue, 20 millions 
from other taxes including salt and 2 millions from opium.In other words he showed, 
'the trades and induatries of the country bring little revenue, because the trades 
and Industrie.^ are on the decline; one half of the revenue of the country is tax 
on land and tax on .salt and is raised from the food of the poor. Hence there is 
little reason for congratulation on the increase of revenues in India, that in 
crease does not mean increasing prosperity, but only an oppressively increasing 
taxation on the food supply of the people'. 


13. R.C. Dutt, to "laSla oader Rarly Britisb Bale*. 

M. R.C. Putt, Preface to "ladia uader Rxrlj British Rule*. 
10. R.C. Oatt, ''Paper oa peaaaat proprietors is ladia". 

10. R.C. Butt, "Puiaes is ledia**. 

17. R.C. Dutt, "Pawiaes ia ladla". 
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H« realised that any limitations oft the land revenue were not poasible *itlioul some 
check on the growing and ruinous expenditure of the Indian government.His position 
was that they could not moderate the roveniic demand without raoder at ing the expendi¬ 
ture and that they could not give relief to the over-taxed cultivator without eco- 
nomy and retrechment. Hence he recommended that the Excise Tax on Indian Mill in¬ 
dustry should be withdrawn and the Indian (iovernment should boldly help Indian in¬ 
dustries for the good of the Indian people, as every civilised government on earth 
helped the industries of its own country. All^ taxes on the soil in addition to the 
land revenue should be repealed; and the land revenue should be moderated and regu¬ 
lated iti its operation. The Public debt, unjustly created in the first instance, 
was now an accomplished fact, hut he thought that an imperial guarantee would re¬ 
duce the rate of interesti and a Sinking Fund would gradually reduce its volume. 
Civil and military charges incurred in England should be borne.or at least shared, 
by Great Britain, as she shared them in the case of her colonies. Civil cliarges in 
India should be reduced by a larger employment of Indians; military charges in In¬ 
dia should be curtailed with a strong hand;aod India should pay for an army needed 
for her own requirements. All further extension of railways from state loans or 
under guarantee of interest should be prohibited. Irrigation works should be ex¬ 
tended, as far as possible from the ordinary revenues. The annual economic drain 
from India should be steadily reduced. In carrying out these fiscal reforms. Dutt 
wanted that the representives of the people of India - of the tax-payers who are 
alone interested in retrenchment in all countries • should be called upon to take 
their share and offer their assistance. 


9. The views of Romesh Chandra Dutt aroused adverse criticism both in official and 
non-official circles which may be broadly classified as (1) criticisms pertaining 
to the alleged faMacies> underlying his analysis of the causes of Indian famines 
and (2) those regarding the accuracy of the data on which Dutt based his views and 
hi. ,ug8»«lons for improving th. I.nd .Me.smenl policy of the governnrnl. In hi. 
reply to Lord Curion . Resolution on the subject, Dull contended th.t 11) he did 

thlt'th!'™"' of the Per«.nent Settlement <2> that he had not .aid 
rvli \\ POf^^nent settlement had saved Bengal from famines, but th.t the Bengal 
ryot .8. belter able to withstand a famine than his less favoured brothers of 

TenSiirAlt referred to the beneficial results of the 
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should be equitable iit character and moderate in incidence; and that there should 
be left to the proprietor or to the cultivator of the soil . as the ease may be - 
that margin of profit that will enable him to save in ordinary seasons and to meet 
the strain of exceptional mlsfortune^ In this passage, the Gorernment of India 
fully recognised the cardinal principle urged by Dutt so often that ‘in an agri¬ 
cultural country like India, the prosperity and «ell-being of the nation greatly 
depend on the incidence of the land revenue which should be moderate and equitable; 
and that land assessments should be made so as to lesve to the proprietor, or the 
cultivator of the soil, a margin of profit which will enable him to save in ordi¬ 
nary years to meet the strain of exceptional bad harvest*. 

The position of the government,as made clear by the Resolution, was not that there 
■as no connection between land revenue assessment and famine resisting powers of 
the farmers but that the connect ion was remote and that poverty of the agricultural 
class was attributable to other and more potent and direct causes. The real diffe¬ 
rence between Government and their critic Dutt would, therefore, appear to be 
that, while the Government of India held land assessments to be a negligible and 
unimportant factor in the discussion of famines and their remedies, Dutt held the 
reduction of land tax to be most important.not in preventing famines.but in adding 
to the famine resisting powers of the people. According to him, under the prevail¬ 
ing circumstances of the agriculturists in the country, the only practical way of 
helping the cultivators was to relieve them to some extent of the burden of rent 
whirh they had to pay either to a private landlord or to a government. He did not 
deny that the spread of education, the organisation of credit, the cultivation of 
the habit to save.the multiplication of occupations and a diversion into industrial 
and commercial channels of the surplus population on land, were the more permanent 
remedies for the ersdicstion of the poverty of the sgricultursl classes. He only 
maintained that in the existing conditions it would take considerable time for 
the above factors to be effectively operative. In the meanwhile the only practical 
way to relieve the poor peasantry would be to lighten the burden of taxation. 

The controversy between Dutt and the Government produced many important results. 
It brought about a full and exhaustive statement of the government policy on the 
question and in the process gamed for the cu 1 1 ivators some substantial concessions. 

10. H.C. Dutt srgued that unsatisfactory forms of agrarian structure, and in parti¬ 
cular systems of land tenure, tended in a variety of ways to impede economic de¬ 
velopment in the country. In his view, this institution reduced the farmers' li¬ 
ving standard below the level which might be attained even with the existing me¬ 
thods of cultivation and blocked any long tern increase in productivity because it 
prevented investment both by reducing farmers* funds for investment, and by redu¬ 
cing incentives to increase production. Dutt made a diatinetion between three dif¬ 
ferent aspects of the agrarian structure: (a) The land tenure system; (b) agricul¬ 
tural organisation, and (c) the influence of general economic conditions on the 
agrarian atructure. Certain features of the land tenure system in India were major 
limiting factors on economic dcvelopment,as for example,fragmentation of holdinga, 
lack of credit facilities or of adequate marketing organiaalion and of agricultural 
servicea.Another feature of the agrarian structure in India.R.C. Dutt pointed out, 
waa the result of conditions external to the agrarian structure, not inherent in 
the ayatem itself - the uneconomic site of the majority of farms. This was due to 
the unequal distribution of land and the land-tenure systemibut it alao exiate in 
the provinces where peasant ownership prevailed and where there was 
equality in land ownership, if pressure of population on the land cause su 
Sion of farms to an extreme. In this case the uneconomic site of a great nu er o 
farms.according to R.C. Dull, was n symptom of lack of industrial deve opmeni. 
change in the scale of form operation, if it waa to be successful in raising o 

siandord of living and promoting development, must be followed by a c ange in e 

type of production; and he held that this change would not take place simp y as a 
result of peasant ownership, unless market and credit conditions were 
Me showed also that reform of land tenure on a limited scale ws.s not a su icien 
remedy for rural over-popu1 ation. 
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11 , Pr oblema of econoiaic dgyelopwent \n 

RotneaS Chandra D>jlt ct>n\d not cn^ishge any long term increase \n agricultural pro* 
ductivily in rurally ovrr-populated India without a greater measure of industrial 
derelopment. Me held that industrialisation could aid the increase of agrirultura) 
production directly, by providing a marhec for its produce, either through the ex¬ 
pansion of decrand for agricultural ra* materials; and indirectly, by providing al- 
ternative means of employment for the rural population. 


R,C. Dutt attached great importance to this 4]uestioh which led him to a historical 

analysis of the whole problem. One important factor.tn his view, which contributed 

to the poverty of the Indian people was the decline and destruction of the indige¬ 
nous industries and manufactures during the early yeers of Rritish rule. "In many 
ways.the sources of national wealth in India have been narrowed under British rule. 
India in the eighteenth century was a great manufacturing hs well as a great agri* 
cultural country, and the products of the Indian loom supplied the markets of Asia 
and of Europe. It is. unfortunately, true that the East India Company and the Bri¬ 
tish Parliament, following the selfish commercial policy of a hundred years ago. 
discouraged Indian manufactures in the earlv years of British rule in order to en¬ 
courage the rising manufactures of England. Their fixed policy, pursued during the 
last decades of the eighteenth century and the first decades of the nineteenth.was 
to make India subservient to the industries of Great Britain.and to make the Indian 
people grow raw produce only, in order to supply material for the looms and facto¬ 
ries of Great Britain. This policy was pursued with unwavering resolution and with 
fatal succeas;orders were sent out to force Indian artisans to work in the Company's 
factories;coff.fflercial residents were legally vested with extensive powers over vil¬ 
lages end communities of Indian weavers; prohibitive tariffs excluded Indian silk 
and cotton goods from England. England*s goods were admitted into India free of duty 
or on payment of a nominal duty. ' 


The British manufaetorer. in the eords of the historian H.H. Wilson, employed the 
arm of political injustice to keep doen and ultimately strangle a competitor eiih 
•hom he could not ha.e contended on equ.l term,; millions of Indian srtisans lost 
their earnings; the population of India lost one great source of eealth It is a 

‘"di.ibui it IS a story .h.chhas 
helonc!s 2 r'’ " coition of the Indian people and their present 

lures through the decades .as accurately traced by Dull in his preface to the se- 
h „%17 \\\ ‘3-"' “cended the 

ties.Th* growth of looms and factories in BombaV^m ^ reduction of import du- 

in India, a further 8serifiee^*f 
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of 5 percent was imposed on such Indian cotton fabrics vhich competed with imported 
goods- In 1896, cotton yarns were freed from duty; but a duty of 3/^ percent was im¬ 
posed on cotton goods imported into India^and an excise duty of VA percent was im¬ 
posed on all goods manufactured in Indian Mills. Coarse Indian goods which did not 
in any way compete w>th Lancashire goods, were taxed • as well as finer fabrics. 
The miserable clothing of the miserable Indian labourer, earning leas than 2A d a 
day. was taxed by a jealous government. The infant mill industry of Bombay, in¬ 
stead of receiving help and encouragement, was repressed by an excise duty unknown 
in any other part of the civilised world. During a century and a half the comer* 
cial policy of the British rulers of India had been determined, not by the inte¬ 
rests of Indian manufacturers, but by those of British manufacturers. The vast 
quantities of manufactured goods which were exported from India by the Portugese 
and the Dutch, by Arab and British merchants, in the seventeenth and eighteenth 
centuries, had disappeared. India's exports now were mostly raw produce - largely 
the food of the people. Manufacturing industry as a source of national income had 
been narrowed. Dutt was. however, conscious that it was not alone the selfish po¬ 
licy pursued during the early years of British rule which was responsible for the 
decay of the Indian industries. Ke saw how 'the invention of the powerloom in 
Europe completed the decline of Indian industries'.^^ However, it was his con¬ 
sidered view that 'it would be a needless waste of time to refer to-day to those 
causes which led to a decline and decay of Indian manufactures from the middle of 
the eighteenth to the middle of the nineteenth century. The internal wars among 
contending nations in India was one cause; the commercial policy of England in 
those days was a second potent cause; and the discovery of powerlooms in England 
was third'- 


12. In his early writings, he did not formulate any constructive plan for the re¬ 
vival of indigenous industries and his views on the prospects of industrial deve¬ 
lopment emerged only at a later period. Ke was not satisfied with the prospects of 
industrialisation through the medium of foreign capital since it held a dominant 
political position in the country. Though such industries gave employment to hun¬ 
dreds of thousands of Indian labourers, he believed that the condition of the 
people of India could not be improved 'without fostering their own industries, 
carried on by themselves in their towns and villages. You cannot add to the wealth 
of the Indian people except by wise legislation tending to promote and help their 
own national undertsitings lie did not agree with the view that the increase of 
foreign trade must mean the prosperity of the people in the special situation ob¬ 
tainable in India. He said. '*e have no desire to minimise the prosperity of the 
English trade with India which the figures indicate;but when they are brought for¬ 
ward to prove that the material condition of the industrial and agricultural popu¬ 
lation of India has improved, a great fallacy is committed. Among the many bless¬ 
ings which England had conferred on India, the encouragement of Indian industries 
is not one. The increase of the value of imports into India really means that the 
manual industries of India have died out in an unequal competition with the steam 
and machinery of England.And the increase in the value of exports from India means 
that vast quantities of food and raw material have to be sent out from India to 
pay for imported English goods*. 


Another limiting f.otor on economic development of the country..nd ‘ 

greet ceuse of ite poverty, according to him eea the unaatiefeclory c “rac 
the financial relatione governing India and England which prevente * “ 

retrenchment and economy being followed. ‘If we turn from the aource. of “ 

ita d.atribut.on, and to the financial arrangement, of India, the ^ 

picture la preaented to ua. The total revenue, of India during the l.at ten year. 
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of the Queen's reign - lOOn/fij - t^mc lo ^4T millions sterling. The an¬ 
nual average is thus under 6$ milLions, including receipts from railways, irriga¬ 
tion works and all other sources.The expenditure in Fngland during these ten years 
• QS 15^ millions, giving an annual aver ago of nrarly l#i mil I ion-s sterling. One 
fourth therefore, of all the revenues derived in India is annually rcrcitced lo 
England as Home Charges. And if »e add to this the portion of their salaries which 
European officers employed in India annually remit to England, the total annual 
drain out of the Indian revenues to England consideraMy exceeds 2^ millions. The 
richest country on earth stoops to levy this annual contribution from the poorest. 
Those who earn i 42 per head ask for JO s per head from a nation earning L 2 per 
head. And this 10 .v per head which the British people dro* from India impoverishes 
Indisns, and therefore* i nrov..f i sh«s British trade -ith India. The cont r ibul i c 
does not benefit British comn.erce and trade, while it drains the life-blood of In¬ 
dia in a continuous, ceaseless flow. For when lanes are raised and spent in a 
eounlry, the money circulates among the people, fructifies trades, industries, and 
agriculture and in one shape or another reaches the mass of the people. But when 
the taxes raised in a country are rcniited out of ,i. the money is lost to the 
country for ever; it does not stimulate her trades or industries or reach the 
people in any form. Over two million sterling are annually drained froe the 
revenues of India; and it would be a miracle if such a process continued through 
long decades, did not impoverish even the richest nation on earth’.2* 


The total land revenue of India was 17': millions in I'JOft.l, The total of Home 
Charges ,n the same year came to 17 millions. It would be seen, therefore, that an 
amount equivalent to all that was raised from the soil in all the provinces of 
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India. The items of the Hone Charges vere the civil and military charges. This 
needed a revision. If Great Britain and India were both gamers by the building up 
of the British Indian Empire, it was not fair or e<)uitable that India alone should 
pay all the cost of the maintenance of that superb edifice. It «as not fair that 
all the expenses incurred in England, down to the maintenance of India Office and 
the wages of the charwoman employed to clean the rooms at ^hite Mall, should be 
charged to India*. 

These were the plain facts of the economic situation in India. 'Given these condi¬ 
tions any fertile, industrious, peaceful country in the world would be what India 
IS to-day. If manufactures were crippled, agriculture over^taxed and a third of 
the revenue remitted out of the country, any nation on earth would suffer from 
permanent poverty and recurring famines. Economic laws are the same in Asia as in 
Europe. If India is poor to-day it is through the operation of economic causes'. 


l!l. An estimate. 


R.C. Dutt was not merely an economic historian, in the sense he would investigate 
critically and descriptively certain periods of Indian economic development. His 
primary concern was the critical analysis of historical aources> He was also a 
student of cultural history who fused economics, politics, history and law into a 
universal cultural history. He succeeded in producing a basic foundation for cul* 
tural and economic history in which the various threads were combined and woven 
into new pattern true to life. Dutt*s strength derived from a realistic sense of 
all the detail of economic life. He attempted to make the question of public life 
more profound by laying bare the economic processes. The study of antiquity, the 
investigation of statistical data and the study of political and social conditions 
• all served him only as empirical material for the formulation of general prin* 
ciples relating to the march of political and economic hiatory. One could almost 
say that Dutt had in mind a general theory of history,the laws of general histori¬ 
cal deve1opment. 

Dutt viewed with admiration the liberal basis and the significant doctrines of the 
classical school of economics. His books were designed to point out to the future 
government the aims of practical politics which appear justified to him.llis judge¬ 
ment on practical questions were illuminated by the study of history and the ideas 
of administrative practice. He desired to fit into a larger historical context 
what was found to exist at a given time. 


Historically speaking, Dutt regarded Indian economy as one of arrested growth ra¬ 
ther than a non-developed or underdeveloped economy. He saw clearly how industria 
development in India was conditioned and to a large extent limited, by such ac- 
lor, a, the l.ch of capU.l.the ahorl.Ke of .hilled .ork-en and the lo. level of 
purchasing po-er .n the internal market, lie believed that indu.tri.l development, 
promoted by foreign capital in.e.tment in certain i 

Jly an export market, might not necesa.ril, benefit the agricultural “ 

a whole. The induatri.1 development of thia kind might achieve acme '»P““ 
production without adding to the increase of agricultural a to the 

Lo.d the effect, of auch one-sided development and to aecure full ^ 
agricultural population he thought it necc.aary that a general 
ment ahould be planned on a wider ba.i. a. to aerve the needa 

cauae India remained mainly agricultural, it -aa too ‘^Vefore ther 

neccaaity was to improve method, of agricultural production first. ^ 

"u ,1 le any general advance. But Dutt re.l.aed very clearly that 
ne ts which might be achieved by reform of the agrarian econ i - 

the prob.em of r.i.ing living 1 oth» 

tegraled one; he did not pursue economic development to the exelu.ion 

VS 1ues of aoclety• 


25. R.C. Pott, Preface to 
20. R-f". Putt, Preface to 


"Bcoioaic Biatory of ladi* 
•*P4;o«oaic Biatory of ladia 


osder tbe Victortaw Age", 
usder the Victorian Age". 



HU 


Chapter i 


Th« Oualtiy of Early Indian Economic Thought 


1. The list qusrter of the nineteenth century and the first of the twentieth cen¬ 
tury were full of events which seemed to herald the founding of a new era in econo¬ 
mic and political organisation in India. In the field of production it witnessed 
the march of industrialisation. particularly in cotton textiles and plantations. 
New forms of social relations and of social thought were in the air. The founding 
of the Indian National Congress in 1880 registered the profound change in ideology 
Scciil thought became self-conscious which in time showed a greater awareness than 
hitherto of the quality of the social order which was coming into being. It became 
mare capable than before of seeing the whole airueturc of that order in the eom- 
plex interrelation of «ts component parts. The social ideas of men like Dadabhai 
Nioroji.Mabadev Go.ind Ranade, Cop.Urishna Cohh.le and Romesh Chandra Duct -ho 
dominated the Indian national movement of this period seemed to have sprung from a 
common, integrated and comprehensive social philosophy. Scattered fragments of 
Ideas -ere collected, refined and bound to make a body of doctrines possessing . 
fur degr«« of interna) consistency. * 

!Si‘thre?‘l'' "•tionalism .. u, centre. It w.s linked 
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appear to the Indian mind as the supreme guarantee of universal harmony, as it did 
in Europe. If there vas any difference at all between the two. it aas only that 
Indian thinkers were simultaneously led to believe that premeditated, planned ra* 
tional action was more likely to reach the common aim of individual happiness and 
social welfare than unreflecting natural action. Perhaps foreign domination and 
the arrested development of the country's economy might account for this signifi* 
cant emphasis. 

3. Another dynamic factor in the total situation was belief in progress. India 
believed in evolution, but the inner stream of continuity *as never lost. for. 
as her ancient philosophy had declared, the cycles were bound together by an 
organic tie. Backward eddies served rather to strengthen than retard the current. 
Epochs of decadence, like the recent past of foreign domination, were considered 
as periods of transition from the old life to the new. It vss believed that 
St one stage the forces of evolution pressed forward with a persiatent sweep, 
at another the course swayed to and fro, and sometimes the forces of retrogession 
seemed to overwhelm those of progression, but on the whole the record was one of 
advance. Side by side was the belief that there was nothing wrong in absorbing the 
culture and science of other peoples; only we must select and enrich the elements 
we took over and fuse them with the best of our own. The right procedure regarding 
the act of fusion was indicated roughly in the writings of Banade.Gokhale and Dutt 
In them was seen the faint promise of the future, some signs of a triumph over 
scholasticism as well as response to the discovery of a great culture. While draw* 
ing upon the foundations of a humanist idealism in India's past, they showed a 
keen appreciation of Western thought. 


The mainspring of the whole process was the growth, extension and strengthening of 
a type of personality, less prevalent in earlier times, whom we might call the 
businesslike man. The first advance of commerce and industry provided an environ- 
ment favourable to his growth, which in its turn carried these advances on. His 
chief trait was his devotion to the gospel of work. The motives of his activity 
were ac<iuisitive and creative, and they became the main source of the slow accumu¬ 
lation of capital in India. Another of his well-known traits was the formal ra¬ 
tionality of economic action'. It indicated the value of quantitative calculation 
or accounting which came to be applied on a large scale.He was the opposite number 
of the traditionalist whose working life followed a pattern which his forefathers 
fiad observed from time immemorial and which he himself had no thought of changing. 
The development of communications in India promoted the growth of this type of in¬ 
dividual and soon his class grew in numbers. 


4, The distinguishing charsclerislics of the economic anslysis contained in the 
works of Dadabhai, Hanade. Gokhale and Dutt. might be thus aummarited. The first 
and foremost should be the insight which they rerealed into the economic 
of their time. With rigorous analysis, they tried to lay bare the 

underlay the working of the foreign imperialist system together -ith the - 

cal dereUpmenl which produced it. To this Radabhai Naorojl added an attempt to 
discover a ’Dram Theory' - a theory which brought out the essence of the ' 

exploitation implicit in foreign rule. He ahowed that it might -ell be poaa ble 
foJ trade -Uh a colony to be so regulated that it should at the aame time be 1... 
beneficial to the colony and more beneficial to the '"P*”** 

text of political subjection. Since the system -a. ‘f tTe c^ o^; Ind 

atriction and monopoly, the ‘drain' depre.sed ‘Vr 

enabled the metropolitan country to recover more labour colonialism 

bour.To define precisely the economic relstionship which ^ 

-as not easy. This relationship represented a form of ‘ abetted by poli- 
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of foreigners in the administration, the army and the industry. 



The eecond cliiei of these economists to distinction lay in the fact that they «ere 
the first to rccognixe that causes of India's poverty and the lees of the workings 
of Indian society,including history, could be discovered. It was this appreciation 
of the inner laws of social phenomena which gave to their work its scientific cha« 
racter* This again led them to think in terms of planned economic development, 
though they were limited in their technical analysis as ae|| as in their views 
about the validity of the laws of Indian economic order. They however showed to 
subsequent economiats the need for a unified principle of explanation of economic 
phenomena in the special circumstances of foreign domination. Building on the foun¬ 
dation of the English Classical School and the German Historical School,they tried 
to give a coaiplcte picture of the economic process. A school of Indian economic 
thought which sought to amplify, correct and supplement the economic theories and 
aisumptions which had found general favour in the l^est. but modified in the light 
of Indian experience and Indian needs, was thus developed. It was provoked by a 
legitimate desire to create in India a specific body of economic thinking that 
would take proper account of and lay special stress on the peculiar conditions 
•otives. practices and institutions of the Indian people. 'Indian Economics owes 
Its birth to an intellectual revolt- It was. in us origin, a protest against the 
policy of the political authority in India which by its sins of omission and com- 
auaion proved to be out of accord with the requirements of the healthy economic 
advancement of the people as well as the natural, the cultural and the social con¬ 
ditions of the country*.^ 


S. The theofy of economic aevelopment -hich *a» developeU l.y ihese thinkers .as 
rich in historical impl icst lons. It .a, iheir deliberate intention to cotnlme his- 
lorvcal statistical and theoretical analysis in a comprehensive exposition. Their 
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There d clear realisation on the part of these economists that a rise in agri¬ 
cultural productivity «as apt to be contingent upon a certain degree of develop¬ 
ment of industry. This involved very substantial investments of capital; but the 
availability of financial resources in the country was extremely limited. The pro¬ 
blems of economic development were, therefore, viewed exclusively from this angle. 
It was realised that full use could not be made even of the existing potential sa¬ 
vings, because the undeveloped economy of India lacked the financial institutions 
and methods whereby these savings could be mobilised and canalised into develop¬ 
mental purposes.This basic fact of the Indian scene led Indian thinkers to believe 
that the problem of economic development in India was essentially not a financial 
one, but a problem of e£^nomi,c_o££aru^,atj_on. This belief naturally led all the 
early economists to ardently support state intervention in economic affairs and 
central planning. From this formulation of the problem it followed that the con¬ 
struction of a general scheme of dynamic development must be based on investiga¬ 
tion into the character of the planning of the economic subjects.And this investi¬ 
gation was to be founded on certain assumptions regarding technical, institutional 
and political conditions, which, of course, should as much as possible approximate 
to reality. Thus a systematic exposition of a general theory of economic develop¬ 
ment with special reference to the arrested and backward nature of the economy was 
the most significant contribution of the early economists. 


6. In the field of economic policy,the contribution of the early Indian economists 
assumed a practical significance. Dadabhai Naoroji, Gokhale and R.C. Dutt supplied 
an historical account of actual economic policies pursued by various administra¬ 
tors of British India and attempted to choose between the recommendations formula¬ 
ted by various schools of thought. In every case, they succeeded in formulating a 
‘national’ policy. The main considerationa applied to quantitative and qualitative 
policy alike in trade, agriculture, credit and marketing, and public expenditure, 
both civil and mi 1itary-Much attention was paid to their interdependence; the tar¬ 
gets and instruments of each of these components, though often considered in iso¬ 
lation.were viewed in the total context, and their general coherence was never ne¬ 
glected. This gave a peculiar and significant quality to the criticisms of econo¬ 
mic policy formulated by the early economists, which the official government poli¬ 
cy did not possess. The consciousness of what the general interest of the masses 
of the population implied and how to achieve them peacefully, had been consider¬ 
ably developed during this period. 


The main purpose -as lo increase the total consumption of the poverty-strichen 
masses, and, therefore, the eeonom,sts .ere aenously concerned -xth the distribu¬ 
tion of the national product o.er (i) classea. (ii) industries (national and fo¬ 
re.gn) and (Hi) persons (Indians or foreign).They made a distinction bet-ern the 
contents of the economic policy and its org.nis.tion, In the ‘'J 

lacked a national government, the contents of their po icy w^rc ,Ai»on of 

considerable number of non-economic factors such as denial of 

tax-payer, in the legislature, harmful and destructive i”*,un' 
psychological factors affecting the national confidence. .j ^e ,aid 

certainty made the task of policy-making extremely difficulI.Yct . 

to the credit of Dadabhai. D-nade. Gokhale and Dutt that they ^ ^ 

the concrete framework of a national economic policy which -as more ” 

lhat the foreign administration could offer. They left the refinement to future 

discussions and research work. 

7, The nature and significance of economic activity on the P"' machine 
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These economists beliewe<J that, owing to its I h of planninij. (Ii»' Jaisset fairo 
technique •eakened or even destroyrd »ith one hand the benefits »hich it fiaU re¬ 
ceived with the other. Coordination of purpose, it was thought, *oiild save time 
and energy. It w.is argued thnt dewelopment.il planning would necessitate rational 
thinking and eliminate irrational and emotional oiiiiudes. In their view, there 
vAS an economic purpo.se embodied tn the State as an organisation for enabling the 
BASS of men to realise social good on the* largest possible scale* 

Moat of the key industries, communications and transportation had thus to be 
brought under state control and in sonc ro^es, slate ownership. \ gradual exten¬ 
sion and amplification of the control of the State was advocated, provided that it 
did not discourage or interfere with private initiaiive and enlerprise This meant 
neither socialism nor totalitarianism of a doctrinaire sort, but the development 
of *hat is now called ‘mixed* economy within the framework of parliamentary demo* 
cracy. What they probably had in mind was only a State armi^d with more effective 
legal posers and with the more monopolistic economic units owned by the State and 
directed to the service of the public interest. 


8. From yet another angle, early Indian economic thought could be described as 
attempts at welfare analysis at the physical level since it implicitly assumed 
that quantities of satisfaction of given wants were roughly proportional to the 
quantUies of physical products, and since it concentrated on the methods of in¬ 
creasing the quantity and the physical productivity of resources a.s the most im¬ 
portant means of increasing the economic welfare of the Indian population. It was 
agreed among them that the final aim of all production was consumption, and that 
in the ultimate analysis wealth must consist in quantities of consumers* satisfac- 
lien. They thought that under conditions of a siibiistence economy more suhstantial 
additiona to the wealth of a nation could be made by increasing i he volume of phy¬ 
sical output in agriculture, industry and mineral wealth. Another substantia) fac- 
lor det.rnin.ftg the .eelth of . ft.iior. end ii, -elf.re -e, ih. proportion .n .h.ch 

L product,.e- and ' .mproduct,»«' purposes. At the same 
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